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10.00  A.U. Session, 
March  12th,  1946 . 


I: JR.  CHAMBERS:  I  will  call  Mr  .  McLellan. 


C.  R.  MchELLAIIt  having  been  recalled, 
direct  examination  by  Mr*  Chambers  continued:- 
Q,  Mr.  McLellan,  you  are  still  under  oath? 

A  Yes . 

Q.  You  have  prepared,  as  I  understand  it,  a  statement  in  respect 
•1*  the  operations  of  the  Gasoline  Department  of  Royalito  Oil 

✓ 

Company  Limited  for  19S9  to  1948,  the  onG  from  1946  to  1948, 
of  course,  is  estimated? 

A  From  1945. 

Q,  From  1945. 

MR.  CHAMBERS :  No w  Sir,  I  have  circulated  copies 

of  this  to  the  others,  and  I  had  two  for  you  this  morning. 


SUBMISSION  PRODUCED  HERE  MARKED 
EXHIBIT  156. 

Q,  MR.  CHAMBERS:  You  might  read  the  narrative  part 

of  your  statement,  Mr.  McLellan,  and  make  such  comments  or 
explanations  as  you  w ish  to,  as  you  go  along,  and  also  deal 
with  the  accounting? 

A  I  start  on  Page  3  ;'Royalite  Oil  Company  Limited,  Gasoline 
Department . 5? 

This  submission  is  a  summary  of  the  operations 
of  the  Gasoline  Department  of  the  Royalite  Oil  Company  Limited, 
for  the  years  Gndod  December  31,  1939  to  1944  inclusive,  together 
with  estimated  operating  results  for  the  years  1945  to  1948 
inclusive.  Also  attached  are  subsidiary  statements  and 
schedules  supporting  actual  and  estimated  operations  of  this 
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department . 

The  Statements  and  Schedules  which  are  being 
submitted  are  listed  with  abbreviated  descriptions  on  the 
index,  being  pages  1  and  2  of  this  submission. 

The  Statements  and  Schedules  are  discussed  below 
under  the  following  headings : 

(1)  Allocation  of  Indirect  and  Administrative 
Expenses . 

(2)  Calcaulation  of  Depreciation. 

(3)  Allocation  of  Gas  Gathering  and  Comp:' ess ing 
Costs • 

(4)  Calculation  of  Investment* 

(5)  Estimated  Operating  Results. 

(6)  General 

( 1 )  Allocation  of  Indirect  and  Admin  i st  native  Expo  ns  e_s 

In  order  to  arrive  at  the  operating  costs  of  the 
Gasoline  Department,  it  was  necessary  to  distribute  the  items 
of  expense  which  in  the  ordinary  course  of  events  are  not 
distributed  on  the  books  of  the  Company.  These  expenses  come 
under  the  following  main  Classifications: 

Employees  Welfare  Expense- 
Administrative  and  General  Expense 
Profits  and  Losses  on  Service  Units. 

For  the  purposes  of  this  submission,  the  first  two 
classifications  have  been  distributed  on  a  direct  labour'  basis 
to  the  main  departments  and  also  to  the  utility  and  service 
unit  accounts.  These  items  have  then  increased  the  losses 
or  decreased  the  profits  shown  by  such  utilities  and  service 
units,  and  the  resulting  profits  or  losses  have  then  been 
distributed  to  the  main  departments  in  the  same  proportions 
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as  the  original  charges  for  su.ch  utilities  or  service  units 
were  made  on  the  books  of  the  company. 

( 2 )  Calculation  of  Pep rec iat ion 

For  the  purposes  of  this  submission,  the  unit  method  of 
depreciation, has  been  used  for  all  assets  with  the  exception 
of  the  Boiler  Plant,  Electric  Plant  and  the  North  Return 
Fuel  Line. 

The  depreciation  on  the  Boiler  and  Electric  Plants 
(included  in  the  proportion  of  the  operating  costs  of  these 
plants  charged  to  the  operations  of  the  Gasoline  Plant  $1)  has 
been  calculated  on  a  straight  line  basis  with  the  assumption 
that  the  two  plants  have  a  30-year  life  from  December  31,  1945. 
Operating  Expenses  of  Gasoline  Plant  $1  shown  on  Schedule  A, 
have  been  calculated  using  book  depreciation  with  respect  to 
Boiler  and  Electric  Plants.  Schedule  nGn  adjusts  these  operating 
expenses  in  order  to  reflect  the  revised  depreciation  calculation. 

It  is  estimated  that  the  North  Return  Fuel  Line  will  have 
an  estimated  life  of  40  months,  being  from  March  1,  1944  to  June 
30,  1947.  The  estimated  salvage  value  has  been  deducted  from 
the  cost  of  this  line  and  the  resulting  amount  has  been  spread 
over  the  40-month  period.  This  results  in  an  amount  of 
$1,055.33  per  month  being  charged  to  the  Gasoline  Department 
Operations  as  depreciation  in  respect  of  the  North  Return  Fuel 
Line . 

(3)  Al location  of_  Gas  Gathering  and  Compressing  Costs 

Gas  Gathering  and  Compressing  costs  of  the  North  System, 
which  comprises  the  North  Gas  Gathering  Lines  and  the  Compressor 
jf  1,  have  been  allocated  to  the  Gasoline  Plant  §■  1  and  the 
Scrubbing  Plants  on  a  volume  basis. 
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Q,  UR.  CHAMBERS :  My  copy  has  on  it  there  TIA11  lines 

currently  attributable  to  compressor  No,  1.” 

A  Yes,  that  is  so.  I  have  not  got  that  on  my  copy. 

Q,  All  right? 

A  This  gives  the  following  percentages  of  Gas  Gathering  and 
Compressing  Costs  to  be  charged  to  the  Gasoline  Plant  yl . 

1939  4.99$ 

1940  6.18$ 

1941  6 .79$ 

1942  6.40$ 

1943  7.78 $ 

Gas  gathering  and  compressing  costs  of  the  South 
System  which  comprises  the  South  Gas  Gathering  Lines  and  the 
No.  3  and  No.  2  Compressor  Plants,  have  all  been  distributed 
to  the  No-  2  Gasoline  Plant  for  the  years  1939  to  1942  inclusive. 

In  1943  the  South  System  was  used  by  the  No,  2  Gasoline 
Plant  for  10  months  of  the  year  and  for  the  remaining  2  months  by 
the  North  System.  The  distribution  was  made  on  this  basis, 
with  the  No. 2  Gasoline  Plant  being  charged  with  10/12  of  the 
costs  and  the  No.  1  Gasoline  Plant  with  7.78 $  of  2/l2  of  the 
costs . 

That  7.78  is  much  higher  than  in  1943  in  the  list 
of  percentages. 

( 4 )  Calculation  of  Investment 

The  investment  has  been  calculated  as  at  June  30 
in  each  year.  This  is  done  by  taking  the  difference  between 
the  asset  and  the  reserve  for  depreciation  at  January  1  of  the 
particular  year  and  adding  to  or  deducting  from  this  total  one- 
half  of  the  additions  to  or  deductions  from  the  asset  and  one- 
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half  of  the  additions  to  or  deductions  from  the  reserve  for 
depreciation. 

That  is  we  just  took  a  balance  at  January  1st,  and 


divided  each  addition  or  deduction  in  half. 

This  is  on  the  assumption  that  all  additions  or 
deductions  are  only  in  the  investment  for  6  months.  This 
procedure  is  followed  for  each  individual  asset  and  for 
each  year. 

The  Investment  in  Gathering  and  Compressing  assets 
has  been  allocated  on  the  same  basis  as  the  operating  oosts 
of  these  same  assets  wore  allocated. 

-The  Boiler  and  Electric  Plant  Investments  have 
been  allocated  in  the  following  percentages  to  Gasoline 
Department;  and  there  are  two  columns  ’’Boiler  Plant”  and 
’’Electric  Plant”,  and  I  had  better  read  the  Boiler  Plant 
straight  down  first,  and  then  the  Electric  Plant. 


Boiler  Plant 

Ele  otric  Plant 

1939 

72.5  2$ 

29.7  9 $ 

1940 

55 • 00$ 

21.28$ 

1941 

63.63$ 

24.05$ 

1942 

28  .66$ 

23.37$ 

1943 

37  $ 

25.5  $ 

Those  percentages  are  the  same  as  those  used  in 
allocating  the  expenses  of  those  plants  to  the  Gasoline 
Department . 

(5)  Estimated  Future  Operating  Results  (1945  to  1948  inclusive) 
Revenues  _ 


These  are  calculated  by  using  the 
estimated  gas  to  be  processed,  which  is  shown  in  the 


' 1 V.  ’  .  '  • 


• .  1  ■  ,  : 


C-l-6 


G.R.MoLellan, 

Dir  .Exam .  by  IIp.C h amber s  . 

-  5867  - 
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Madison  Natural  Gas  Company  Limited  submission  M-2  (revised) 
and  I  have  not  got  the  exact  number  of  that  if  you  want  that. 
MR.  CHAMBERS :  I  think  it  is  Exhibit  47,  or  Exhibit 

48,  I  am  not  sure  which. 

THE  CHAIRMAN:  I  donTt  remember-  either. 

(Exhibit  47 ) 


It  is  assumed  that  the  present  product  will  not  be  manufactured 
after  the  end  of  1946.  If  such  is  the  case,  the  number  of 
barrels  recovered  from  a  certain  amount  of  gas  will  be  less 
than  in  the  years  1945  and  1946.  The  estimated  revenues  for 
the  years  1947  and  1948,  have  accordingly  been  reduced.  The 
1945  Revenues  are  the  actual  receipts  shown  by  the  books  of 


the  company. 


Share  to  Producer 

This  has  been  estimated  at  20 °/o  of  the  estimated 
revenues,  with  the  exception  of  the  year  1945,  where  the 
figures  represent  the  actual  amount  of  the  payments  made  to 
the  producer. 


Expenses  -  Operating 

These  are  estimates  which  were  confirmed  by  the 
Superintendent  of  the  Gasoline  Department.  The  estimates 
for  Steam  and  Electricity  were  taken  from  the  Madison  Natural 
Gas  Company  Limited, submission  M-9,  and  the  same  answer  there. 
(Exhibit  79). 

Depreciation 

This  is  based  on  an  estimated  throughput  basis  with 
the  throughputs  taken  from  the  Madison  Natural  Gas  Company 
Limited  submission  M-2  (revised)  and  the  same  thing  there. 
(Exhibit  47). 
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£as  Gathering  and  Compressing  Costs . 

The  portion  applicable  to  the  Gasoline  Plant 

shrinkage  has  been  taken  from  Hadison  Natural  Gas  Company 

/ 

Limited  submission  M-12D.  The  portion  applicable  to  the  gas 

passing  through  the  North  Return  Fuel  Line  has  been  estimated 

in  the  same  manner  as  that  shown  on  the  submission  H-12D* 
(Exhibit  81) 

( 6 )  General 

Hhen  reading  any  of  the  attached  statements  or 
schedules,  all  figures  should  be  read  as  dollars  and  cents 
unless  otherwise  indicated* 

Income  Tax  has  been  calculated  at  the  following 
rates;  and  there  is  dominion”,  ’Provincial"  and  "’Total". 


Dominion  Provincial  Total 


1939 

15$ 

7$ 

22$ 

1940 

30$ 

7$ 

37$ 

1941 

40$ 

Nil 

40$ 

1942 

40$ 

Nil 

40$ 

1943 

40$ 

Nil 

40$ 

1944 

40$ 

Nil 

40$ 

Details  of  Gas  Processed  and  estimated  to  be 
processed  in  each  of  Gasoline  Plant  #1  and  Gasoline  Plant  #2 
are  also  attached  hereto  and  form  the  last  two  pages  of 
this  submission. 

Q,  HE.  CIIAMTE  E3 :  And  now  you  might  take  us  through 

the  statements  and  schedules,  Hr •  McLollan,  and  draw  attention 
to  anything  you  have  in  mind? 

A  All  right* 

The  first  statement,  Statement  1  is  a  statement 
showing  the  results  of  gasoline  Department  operations  for  the 
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years  ended  December  31st,  1939  to  1944  inclusive,  using  the 
unit  method  of  depreciation. 

There  is  the  profit  of  the  yi  plant  per  statement  2, 
and  the  profit  or  lass  of  the  Gasoline  Plant  yA ,  per  Statement 
3*  Then  income  tax  is  deducted  as  stated  on  page  7,  giving 
us  the  not  profit  after  income  tax  and  we  show  then  tho  invest¬ 
ment  in  plant  and  equipment,  which  is  shown  on  Statement  5,  and 
tho  percentage  earnings  on  investment  which  those  profits 
reflect  in  the  earnings  which  have  been  made  on  tho  investment 
in  the  plant  and  equipment. 

Also  for  information  is  the  barrels  produced  in 
the  Gasoline  Plants  1  and  2. 

Statement  1(a)  is  of  the  same  nature  except  that  the 
figures  are  estimated.  There  are  the  revenues  and  then 
operating  expenses  and  then  depreciation  and  then  the  gas 
gathering  compression  costs. 

Thone  might  be  some  doubt  about  that,  because  the 
gas  gathering  compression  costs  there,  it  is  the  amount,  probably 
you  should  put  in  "attributable  to  gasoline  plant  yl  and  attri¬ 
butable  to  North  Return  Fuel  Line." 

And  that  statement  is  calculated  very  similar  to 
the  first  one. 

Statement  2...... 

Q.  HR.  BLANCHARD.:  Excuse  me,  are  these  compression  costs 

related  to  the  North  Return  Line  shown  on  any  separate  schedule? 

A  No,  they  are  not. 

Q.  They  are  combinod  with  gathering  costs? 

A  They  are  just  calculated  in  the  same  manner  as  the  gathering 
and  compression  costs,  attributable  to  tho  Gasoline  Plant  $1, 

<t  .  /  ( 

which  is  taken  from  I.J-12-D  and  on  M-12-D  there  was  no 
calculation  of  this  nature  made  for  tho  North  Fuel  Lino,  so  I 


.) 
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A 

ft 

A 


ft 

A 

ft 
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have  done  one  similar  to  that. 

Statement  2  shows  the  details  of  the  operations  of 
the  G-aso  line  Plant  #1.  Statement  3  shows  the  details  of  the 
Gasoline  Plant  #2.  Statement  4  is  a  statement  of  C-as  Gathering 
and  Compressing  costs  for  the  years  ended  December  31st,  1939 
to  1943  inclusive,  using  unit  method  of  depreciation. 

Now  that  is  divided  into  two  systems,  the  North 
system  and  the  South  system,  and  the  expenses  of  each  unit 
are  shown  separately. 

In  1943,  as  I  stated  in  the  report,  the  South 
System  was  used  for  only  ten  months  by  the  Gasoline  Plant  y2, 
so  the  allocations  made  at  the  bottom  of  the  page  under  7,1943TT 
were  the  amounts  applicable  to  the  North  System,  going  up  and 
being  shown  as  the  last  item  under  1943,  that  is  5)9,107.93. 

1'.©#  STEER:  I  just  cannot  follow  you  there,  Mr. 

McLeXlan,  are  you  talking  there  about  Statement  4? 

Statement  4,  yes. 

Would  you  mind  repeating  what  you  said  about  it- 

With  regard  to  the  breakdown  of  the  1943  costs  of  the  South 

System? 

Yes? 

The  South  System  in  1943  was  used  only  ten  months  by  the  Gasoline 
Plant  #2. 

Oh  yes,  I  see. 

And  so  we  have  to  make  an  allocation  of  those  ten  months  to 
the  South  System  and  two  months  to  the  North  System. 

Now  the  amount  applicable  to  the  North  System  shows 
at  the  bottom  there,  $9,107.43.  That  then  was  taken  up  and 
shown  as  the  last  item  under  the  North  System  in  1943.  The 
percentages  shown  there,  being  the  distribution  or  the  allocation 
of  the  North  System  between  the  two,  the  Ga sc  line  Plant  #1, 
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where  the  same  percentages  which  I  mentioned,  in  the  report 
earlier,  and  they  are  calculated  on  the  volumetric  basis. 
Statement  5  shows  the  total  investment.... 

Q,  MR.  CHAMBERS:  Mr.  McLellan,  would  you  go  a  little  more 

slowly  at  this,  just  take  your  time? 

A  Yqs.  Statement  5  shows  the  total  investment  in,  for  the 
years  1939  to  1944  inclusive,  the  t«tal  investment  in  the 
G-asolinG  Department.  Those  wore  calculated  as  at  Juno  30th 
in  each  year . 

V/o  have  the  Gasoline  Plant  #1,  which  is  the  actual 

investment  in  the  plant  proper,  firstly.  Then  wo  have  the 

Electric  Plant  and  Boiler  Plant,  just  a  share. 

Now  that  mas  done  that  way  to  keep  the  investmemt  in 

each  of  those  plants  separately,  and  then  taking  the  proportion 

of  that  investment  and  allocating  it  to  the  Gasoline  Plant 

Department.  The  proportion  is  the  same  proportion  as  mentioned 

earlier  in  the  report  and  is  the  same  proportion  of  the  Gasoline 

Plant,  the  Electric  Plant  and  the  Boiler  Plant,  the  asset G, 

and  it  was  done  in  the  same  manner  as  I  show,  as  a  division  of 

the  operating  expenses  of  these  two  plants. 

and 

Now  the  North  Gas  gathering/compressing  unit,  that  was 

done  in  the  same  manner.  We  calculated  the  investment  and 

then  we  allocated  the  same  proportion  to  this  aocount  as  we 

had  the  operating  expenses  of  those  plants. 

The  working  capital  shows  "cash”  and  u inventory11 . 

The  cash  is  l/8  of  those  out-of-pocket  expenses.  That  is 

simply  the  out-of-pocket  expenses  divided  by  eight,  and  the 

inventory,  $20,000.00  is  the  same  in  all  years.  I  got  an 

actual  inventory  from  our  field  superintendent  for  that  figure. 

aBd 

He  gave  me  that  figure/ for  the  estimated,  that  is  from  1945 
on,  and  for  lack  of  a  better  -figure  I  have  used  the  same  one 
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as  in  the  past  years. 

North  Rot urn  Fuel  Line  is  all  allocated  to  the 
G-asoline  Plant,  as  it  is  the  only  plant  which  it  serves. 

Gasoline  Plant  #2,  the  Gasoline  Plant  #2  and  Refract 
tionator,  the  Refractionator  is  part  of  the  Gasoline  Plant  --2. 
That  is  all  allocated  100 $. 

& 

The  South  Gas  Gathering  and  Compressing  units  are 
just  a  share  of  that.  I  say  "share"  there  because  in  the  year 
1943  there  was  a  division.  In  all  other  years  it  was  100$. 

Working  capital  account  is  l/8  of  the  out-of-pocket 
expenses  for  cash,  and  I  have  taken  no  inventory  on  the  basis 
that  the  inventory  for  the  #1  Plant  would  be  sufficient  to 
serve  in  the  Number  2  plant  as  well. 

The  total  for  the  #1  Plant  investment  in  the  case 
of  1939  is  $>412, 171.10  •  In  the  case  of  the  #2  plant ,  $534, 055 . 20 , 
giving  a  grand  total  of  $946,226.30. 

And  the  other  years, of  course,  go  accordingly. 

It  will  be  noted  in  the  year  1944,  the  Electrio 
Plant,  the  Boiler  Plant  and  the  Gasoline  Gathering  and  Compressing 
Units  do  not  show,  the  reason  for  this  being  that  the  assets 
have  been,  were  transferred  to  the  Madison  Natural  Gas  Company 
Limited,  and  they  are  no  longer  in  the  investment  of  the 
Royalite  Oil  Company. 


(Go  to  page  5873) 
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Statement  6  is  calculated  in  the  same 
manner  as  Statement  5  with  the  exception  that  the  assets  which 
are  now  owned  by  the  Madison  Natural  Gas  Company  Limited  are 
not  of  course  included. 

Schedule  UA,T  is  a  detailed  analysis  of  the 
operating  expenses  excluding  depreciation  for  the  years  1939 
to  1944  inclusive  of  the  gasoline  plant  No.  1  proper.  They 
just  come  under  the  ordinary  headings  of  administration  and 
general  expense  shown  at  the  bottom. 

Schedule  TTB,T  is  the  operating  expense  of 
gasoline  plant  No.  2  in  the  same  manner  as  gasoline  plant  No. 

1.  I  do  not  think  there  are  any  particular  items  in  there 
that  would  cause  comment. 

Schedule  "CTT  is  the  same  thing  for  the  gas 
gathering  lines  north. 

Schedule  "D"  for  gas  gathering  lines  south. 

Schedule  "E"  for  the  compressor  No.  1,  and 
Schedule  ,TF,T  for  the  compressor  No.  3.  Schedule  TfGTT  was 

t 

necessitated  because  of  the  change  in  calculation  of  depre¬ 
ciation  on  the  boiler  plant  and  electric  plant. 

Schedule  ,TAn  which  is  the  operating  expense 
of  gasoline  plant  No,  1  is  calculated  using  book  depreciation 
for  the  boiler  plant  and  electric  plant.  By  changing  the 
depreciation  in  these  two  plants  of  course  the  expense  charge¬ 
able  to  gasoline  plant  No.  1  has  also  to  be  changed  and  this 
statement  makes  the  necessary  adjustments. 

Schedule  ,TH"  is  a  statement  of  the  changes 
in  fixed  assets  and  the  relative  reserves  for  depreciation  of 
the  gasoline  plant  No.  1  from  January  1st,  1939  to  December 
31st,  1948  and  using  the  unit  method  of  depreciation  with 
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est ima t ed throughput s  for  the  years  1945  to  1948  inclusive. 

That  just  shows  the  balance  at  the  beginning  of  the  period, 
additions,  deductions  and  any  other  deductions.  Other 
deductions  might  possibly  be  explained.  In  the  course  of 
changing  these  plants  over,  that  is  transferring 
gasoline  plant  No.  2  to  gasoline  plant  No.  1  there  were 
certain  transfers  of  assets  back  and  forth  and  new  additions, 
out  of  pocket  expenses,  and  all  these  were  for  convenience. 

I  mean  it  does  not  add  anything  to  the  statement  really,  just 
more  for  our  own  convenience  we  put  those  under  other  deductions 
and  additions  and  the  reserves  for  depreciation  are  calculated 
in  the  same  way.  The  provisions  for  one  year  are  calculated, 
of  course,  on  the  unit  method  of  depreciation,  and  the  next 
column  ”Deprecia t ion  transferred,  less  depreciation  restored, 
due  to  sales,  retirements”  includes  both  depreciations  which 
have  come  over  from  one  asset  to  another  asset  and  from  that 
is  deducted  any  depreciation  which  of  necessity  is  restored 
when  sales  or  retirements  are  made.  Then  of  courso  we  come 
to  the  balance  at  the  end  of  the  last  period. 

Schedule  ”J”  is  the  same  details  with 
regard  to  gasoline  plant  No.  2.  You  will  notice  in  1943 
there  are  two  items,  for  1943,  one  ending  on  October  31st, 
1943.  The  item  $372,495. 14  is  the  balance  remaining  when 

i 

this  plant  was  closed  down  and  depreciation  has  been  cal¬ 
culated  only  up  to  that  point.  The  next  item  under  date 
1943  shows  a  blank  and  the  reason  for  that  is  that  this 
depreciation  was  calculated  only  up  to  January  1st,  1943. 

That  is  about  all  there  is  on  that  one. 

Schedule  ”K”  is  the  boiler  plant  and 
electric  plant  which  I  think  we  have  discussed  in  some  detail. 
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This  is  not  calculated  on  the  unit  method  but  on  the  straight 
line  method,  using  30  year  life  from  December  31st,  1943. 

For  an  example  of  that  we  might  take  an  asset  which  was 
acquired  in  1938.  The  period  at  which  this  asset  will  then 
be  in  use  is  calculated  as  35-J  years.  Now  that  is  calculated 
by  taking  the  year  1943  from  which  the  30  year  life  is  based, 
subtracting  38  it  gives  it  a  5  years  and  we  add  one  half  year 
assuming  the  asset  was  acquired  in  the  middle  of  1933  and 
giving  us  5-J  years,  plus  the  30  already  mentioned  gives  us 
the  35-J-  years.  At  the  end  of  1943  the  asset  then  has  been 
depreciated  5-J,  thirty-five  and  halves. 

Schedule  TTLTT  is  the  details  of  the  gas 
gathering  lines  north  together  with  gas  gathering  lines  south 
and  is  calculated  in  the  same  way,  that  is  gasoline  plant  No.  1 
and  gasoline  plant  No.  2.  That  is  on  the  unit  method  of 
depr ecia t ion. 

Schedule  T,M"  is  compressor  No.  1  and 
compressor  No.  3  also  on  the  unit  method. 

Schedule  TTNTT  is  compressor  No-.  2  and  that 
is  also  calculated  on  the  unit  method. 

Schedule  1,  are  the  estimated  operating 
expenses  excluding  depreciation  for  the  years  ending  December 
31st,  1945  to  1948  inclusive.  Now  these  are  estimates  which 
were  confirmed  by  our  Superintendent  in  Turner  Valley  with 
the  exception  of  the  calculations  of  steam  and  electricity 
which  were  calculated  from  the  Madison  Natural  G-as  Company1 s 
submission  M-9 ,  Welfare  expense  is  estimated  as  18^  of 

labour.  That  is  the  same  proportion  as  1944  expenses  are 
worked  out.  Included  in  Schedule  1  is  the  figure  for  district 
expense.  For  schedule  2,  Schedule  2  shows  the  details  of  this 
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district  expense  which  is  estimated  will  be  chargeable  to 
the  gasoline  plant.  I  do  not  think  there  is  anything  partic¬ 
ular  in  that  that  will  cause  any  comment, 

MR.  HARVIE:  I  wonder  if  you  would  be- good  enough  to 

explain  how  you  arrive  at  this  87 -§$>  of  share  of  gasoline  plant 
No.  1  in  Schedule  2. 

This  district  expense  is  what  we  call  expense  of  certain  office 
personnel  and  Superintendent  of  the  plant  and  those  people 
spend  approximately  87 ■§$  of  their  time  on  the  gasoline  plant 
No.  1  and  some  of  it  they  spend  on  the  water  system  and  various 
other  small  parts  of  the  organization,  so  that  only  87 -§f&  of 
their  expenses  are  chargeable  to  the  gasoline  plant.  That  is 
an  estimated  figure  for  the  years  1945  to  1948. 

Schedule  3  is  the  estimated  operating  cost 
of  the  north  return  fuel  line  for  the  years  1945  to  1947 
inclusive.  That  <)ust  goes  to  the  year  1947  because  it  is 
estimated  that  the  north  return  fuel  line  will  be  all  through 
at  June  30th,  1947. 

Schedule  4  shows  the  details  of  the  assets 
and  calculation  of  depreciation.  The  total  cost  is  $75,584.55. 
There  is  an  estimated  salvage  of  $.33,371.43,  giving  a  net  of 
$42,213.12  and  as  there  ore  40  months  this  amount  is  divided 
by  40,  giving  us  $1,055.33  per  month  to  be  charged  to  the 
operations  as  depreciation.  Now  that  depreciates  this  asset  down 
to  the  salvage  value. 

MR.  CHAMBERS:  That  line  is  on  top  of  the  ground  as  I 

understand  it  ? 

This  line  is  on  top  of  the  ground,  yes.  The  last  two  pages 
gives  the  details  of  throughputs,  estimated  throughputs  Firstly 
in  gasoline  plant  No.  1  and  they  are  expressed  in  thousands  of 
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cubic  feet.  The  actual  and  estimated  throughput  to  December 
31st,  1948  is  323,651,370  thousand  cubic  feet. 

From  January  1st,  1949  to  December  31st,  1974  the  estimated 
throughput  as  per  the  Madison  M-2  Revised  shows  290,678,000 
thousand  cubic  feet.  Giving  a  total  reserve  of  614,329,370 
thousand  cubic  feet.  The  No.  2  is  just  the  actual  throughputs 
from  the  commencement  of  operations  to  the  end  of  1943. 

It  has  just  occurred  to  me  Mr.  McLellan,  that  you  must  have 
had  some  estimate  of  your  revenue  ? 

Estimated  revenue,  yes  I  did. 

For  the  future  ? 

Yes. 

And  that  would  be  based  on  so  much  gasoline  manufactured  ? 

So  much  gas  processed. 

And  that  ends  up  with  so  much  wet  gas  to  sell  from  which  you 
would  get  revenue  ? 

That  is  right. 

Have  you  got  that  available  ? 

No,  I  have  not  those  figures  with  me.  On  Page  6  of  the  report 
here  I  think  I  mentioned  the  way  of  calculating  that.  These 
are  calculated  by  using  the  estimated  gas  to  be  processed 
which  is  shown  in  the  Madison  Natural  Gas  Company  Limited 
submission  M-2  Revised. 

Now  will  you  turn  to  Statement  2  for  a  moment.  The  last  item 
prior  to  the  totals.  Profits  of  gasoline  plant  No.  1  paid- 
under  compensation  scheme  settlement  shown  in  1943,  |96,696.59. 
Now  am  I  right  in  this  that  that  is  only  part  of  the  total 
amount  that  was  paid  under  that  compensation  s  ett lenient  ? 

That  is  right. 

Do  you  know  offhand  what  the  total  was  or  roughly  ? 
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I  know  exactly,  $196,584.31. 

And  of  that  total  amount  that  sum  of  $96,696.59  is  shown 
charged  to  this  operation  ? 

That  is  right,  to  the  gasoline  plant  operation. 

Now  I  think  you  were  present  the  other  day  when  some  discussion 
and  evidence  concerning  Exhibit  147  which  is  commonly  known 
as  the  A.W.S.C.  contract  ? 

Yes. 

Now  my  understanding  is  that  under  the  A.W.S.C.  contract  the 
Royalite  Oil  Company  Limited  did  receive  from  the  Allied  War 
Supply  Corporation  on  behalf  of  His  Majesty  one  of  the  parties 
mentioned  in  Exhibit  147,  a  sum  of  money  in  respect  of 
installations  and  changes  made  by  Royalite  in  its  absorption 
plant  ? 

Yes. 

Now  can  you  tell  us  what  that  amount  was  ? 

Well  it  was  received  in  two  amounts  $95,400.00* 

$95,000.00. 

$95,400.00  and  an  additional  amount  of  $13,595.12,  making  a 
total  of  $108,995.12. 

When  did  they  get  this  amount  back  in  1943  ? 

The  $95,400.00  was  received  December  18th,  1943  and  the 
$13,595.12  on  April  17th,  1945. 

Now  would  you  tell  us  where,  if  at  all,  that  amount  or  any 
portion  of  it  is  shown  in  this  statement  that  you  have  prepared 
Exhibit  156  ? 

Those  figures  do  not  appear  anywhere  in  this  statement. 

And  would  you  - 

The  reason  for  that  - 

Yes. 
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A  The  reason  for  that  is  that  I  forget  the  clause  in  that  contract. 
However  there  is  a  clause  in  the  contract  with  the  Allied  War 
Supply  Corporation  which  states  that  this  amount  is  subject  to 
revision.  That  is,  there  is  a  certain  way  of  calculating  the 
peace  time  value  of  this  plant  and  when  such  calculation  has 
been  made  then  either  the  Royalite  Oil  Company  will  refund  a 
certain  amount  of  this  money  to  the  A.  W.  S.  C.  or  else  receive 
some  more  money.  Now  it  has  not  been  settled  yet  and  wa  might 
possibly  have  to  refund  the  whole  amount.  I  have  not  taken  it 
into  my  calculations  at  all  as  I  do  not  know  how  much  of  it  to 
take  or  how  much  not  to  take. 

Q  And  would  you  turn  to  Schedule  TIJ”  I  think  it  is.  This  is  a 
'statement  about  gasoline  plant  No.  2. 


MR. 

HARVIE: 

What  Schedule  Mr. 

Chambers  ? 

MR. 

CHAMBERS : 

Schedule  n.rTT . 

Q. 

MR. 

CHAMBERS : 

And  I  notice  from 

the  end  of  1945  down  to 

the  end  of  1948  in  the  first  column  and  also  in  the  fourth 
column  the  amounts  there  are  shown  as  constant.  The  same 
amount  each  year.  Would  you  please  comment  on  that  ? 

Yes.  That  $205,827.76  represents  the  book  value  of  these 

i 

assets  which  remained  in  gasoline  plant  No.  2  after  the  trans¬ 
fer  from  this  plant  to  the  No.  1  plant.  That  is,  it  was  closed 
down  on  October  1st,  1943  and  certain  of  the  equipment  was 
transferred  up  to  the  No.  1  plant  and  there  still  remains 

i 

certain  equipment  which  is  still  at  the  location  of  the  gas¬ 
oline  plant  No.  2.  Now  when  you  are  considering  this  $205,000 
you  should  also  consider  the  amount  of  depreciation  which  has 
been  accrued  against  that.  That  would  be  against  the  $205,000 
we  would  have  $61,524.47  which  is  found  in  the  last  column 


against  the  year  1945. 
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So  that,  as  I  understand,  it,  Schedule  nJn  in  effect  means  that 
as  from  the  end  of  T45  on,  although  the  No.  2  plant  is  not 
operating  and  has  been  closed  down,  Royalite  had  certain  assets 
that  had  not  been  fully  depreciated  to  the  extent  of 
$205,827.76  less  $61,000*00? 

That  is  right • 

$61,524.47? 

Yes  • 

And  that  that  amount  is  reflected  in  your  costs? 

Yes.  We  have  this  continued  depreciation  on  those. assets  which 
is  as  if  they  were  still,  which  is  as  if  the  plant  were  still 
being  operated  on  the  theory  that  this  money  was  invested  in 
the  Gasoline  Plant  Department,  and  we  have  expected  to  recover 
the  whole  thing. 

Yes? 

So  that  this  loss  is  being  spread  over  the  future  operations 
of  the  Department? 

Now,  would  you  turn  to  Statement  1,  please,  Mr.  MoLellan. 

Turn  to  where  you  show  the  percentage  of  earning  on  investment 
for  each  of  the  years  1939  to  1945? 

Yes. 

Have  you  by  any  chance  the  average  of  those? 

Ygs ,  Statement  1  itself,  it  shows  the  average  earning  is 
10.49$. 

Where  is  the  other? 

It  is  the  next  one. 

Yes,  the  next  one.  It  is T45  to  T48  inclusive? 

T45  to  T48  inclusive,  the  average  for  those  four  years  is 
5.33$. 

Yes? 

And  then  if  you  take  the  whole  ten  years  together,  we  get 
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an  average  return  of  8. 84$. 
And  that  is  after  income  tax? 
Yes,  that  is  after  income  tax. 
After  it  is  calculated? 

Yes  . 


MR.HARVIE:  Would  you  give  me  that  first  percentage 

again? 

For  Statement  1? 

Yes?- 

10.49$. 

MR.  McDONALD :  And  for  ten  years? 

Beg  your  pardon? 

That  last  figure,  the  ten  year  figure? 

8  *84 . 


MR.  CHAMBERS:  That  is  all,  Mr*  McLellan.  Answer  my 

learned  friends. 


THE  CHAirman: 
MR.  MCDONALD: 
THE  CHAIRMAN: 
mr .  McDonald : 
THE  CHAIRMAN: 


Mr •  McDonald? 

I  have  not  anything  just  now,  Sir. 
Pardon? 

I  have  not  anything  just  now. 

Mr  .Steer? 


MR.  STEER:  I  presume, Sir,  that  Mr*  Hamilton 

is  going  to  examine  this  statement  and  perhaps  have  access  to 
the  Company’s  records,  so  that  he  will  be  able  to  verify  it? 
THE.  CHAIRMAN:  Yes.  He  has  that  statement  now,  I 


be lieve . 


MR.  CHAMBERS:  Yes,  it  was  sent  to  him  Wednesday  of 

last  week,  I  think. 

THE  CHAIRMAN:  Yes.  He  could  not  be  here  today, 

although  I  understand  he  has  been  doing  some  work  on  it. 

Mr*  Hamilton  wanted  some  information.  Has  he  oalled  on  you  for 
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any  inf© mat  ion,  l.Ir «  Chambers? 

MR.  CHAMBERS:  Yes.  As  a  matter  of  fact,  I  think 

Mr .  UcLellan  dealt  with  nest  of  that  this  morning. 

THE  CHAIRMAN:  Yes,  I  see. 

MR.  CHAMBERS :  Mr*  Hamilton  did  indicate  that  he  did 

not  intend  to  go  through  the  books,  but  he  probably  has  some¬ 
thing  in  mind.  He  has  been  given  that  statement  anyway, 
and  Mr*  Hg^ipton  did  make  an  examination  of  one  year,  wasnTt  it 
Mr .  Me Lallan? 

THE  WITNESS :  Yes ,  the  year  1943. 

CROSS-EXAMINATION  BY  MR.  STEER. 

Q,  Would  this  be  true,  broadly  speaking,  Mr*  MoLellan,  that  these 
statements  are  prepared  by  you  going  back  over  the  years 
mentioned  through  the  books  of  the  Royalite  Company  and  re¬ 
writing  those  books  for  these  purposes? 

A  Practically,  yes. 

Q,  And  I  suppes  e  the  re-writing  of  them  was  necessitated  largely 

by  the  fact  that  you  have  used  the  unit  method  of  depreciation 
was  it,  throughout? 

A  Well  that  would  be  one  part  of  it.  The  main  job  was  the  distri¬ 
bution  of  the  administrative  and  indirect  expenses,  and  the 
welfare  expenses. 

Q,  Administrative  and  what? 

A  Adminis  trative  and  Indirect. 

Q,  And  Welfare? 

A  Yes ,  and  Welfare. 

Q,  In  the  Royalite  books  are  direct  operating  expenses  oharged  - 
directly  to  the  various  departments? 

A  Well ,«»•»»• 
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Have  they  been  throughout  the  period? 

Hot  to  the  various  departments,  no. 

Vie  11  then . 

V7e  have  what  we  oall  main  classifications  of  accounts,  but  not 
department » 

I  see.  Then  wouldnTt  you  have  to  distribute  all  labour  costs 
as  well  as  indirect  costs? 

All  labour  costs? 

Yes? 

f 

What  do  you  mean  by  that? 

There  are  three  departments  to  this  business,  as  I  understand 
it*  There  is  the  crude  oil  department,  the  gasoline  department, 
and  the  gas  department,  is  that  right? 

Well,  we  have  not  got  the  gas  department  now.  We  had  at  that 
time . 

I  am  talking  now  about  the  period  prior  to  the  1st  of  January, 
1944? 

That  is  right. 

How  do  I  understand  you  to  say  that  your  costs,  vtfhat  I  may  call 
your  direct  oosts  of  those  various  departments,  were  not  charged 
directly  to  those  departments? 

That  is  right. 

That  is  right? 

Y6s. 

Then  when  you  are  restating  these  figures,  it  would  be  necessary 
for  you  to  allocate  these  direct  costs  as  well  as  your 
indirect  ahd  administrative  costs,  is  that  right? 

That  is  right . 

And  the  service  oosts? 

And  the  service  costs.  I  include  those  in  indireot. 

You  include  which? 
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A  The  profits  or  losses  on  service  unite  I  included  in  indirect. 

Q,  Y©s .  Ap©  we  to  take  it  then  that  your  indirect  administrative 

and  service  costs  were  allocated  to  these  three  departments  on 
tho  basis  of  the  labour  costs  involved  in  each  one  of  the 
departments? 

A  Not  exactly,  no.  Tho  labour  costs,  I  assume  you  mean  welfare 
expense,  otc.? 

Q,  No,  I  mean  direct  labour,  the  labour  that  goes  into  the  Depart¬ 
ment? 

A  Tho  direct  labour  was  charged  to  thQ  main  classifications, 

as  I  say.  That  had  already  been  done.  I  did  not  have  to  oharge 
that . 

Q,  That  is  what  I  was  trying  to  get  at  a  minute  ago,  and  you  told 
me,  I  think,  that . 

A  There  is  just  one  point  though  there.  For  instance,  •ur  gas 
gathering  and  compressing  costs,  they  have  to  be  allocated. 

They  are  carried  on  our  accounts  as  gas  gathering  and  compressing 
costs,  and  they  have  to  be  allocated  to  the  Department. 

Q,  That  is  so.  I  asked  you  whether  or  not  direct  costs  of  the 
three  departments  had  been  kept  track  of  in  the  company’s 
books.  Now,  what  is  your  answer  to  that?  You  know  what  I 
mean  by  direct  costs? 

A  They  have  been  kept  track  of  but  not  as  departments. 

Q,  Very  well  then.  If  those  direct  costs  have  not  been  charged 

to  crude  oil,  gasoline  and  gas,  then  it  must  have  been 
necessary  for  you  in  preparing  this  statement  to  make  an  allo¬ 
cation  of  that  to  those  three  departments? 

A  It  was . 

Q ,  Yes?  So  that  you  have  had  to  go  back  to  the  books  and  re-write 

those  books  with  respect  to  the  direct  oosts  as  well  as 
indirect  costs? 
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A  The  direct  costs  only  in  the  gasgathering  and  compressing 
costs . 

Q,  Of  course,  gas  gathering  and  compre-ssing  costs  were  always 
attributable  both  to  the  gasoline  and  the  gas  departments, 
weren’t  they? 

A  Yqs  . 

Q,  Yes.  So  that  they  would  come,  or  I  would  suggest  to  you 
that  they  would  come  at  all  times  under  what  we  might  call 
direct  expenses? 

A  Oh  not  necessarily.  I  do  not  think  they  are  direct  expenses. 

Q,  Is  there  any  difference  between  these  gathering  and  compressing 

costs  and  general  overhead? 

A  I  think  there  is. 

Q  l/hat  is  the  difference? 

A  Well,  they  are  direct  and  can  be  directly  chargeable  to  one 
particular  unit .  * 

Q,  What  about  the  compressing  and  the  gathering? 

A  No.  The  actual  costs,  those  can  bo  charged  against  the  com- 

pressing  unit,  whereas  your  actual  general  overhead  costs 
cannot  bo  specifically  allocated  to  any  one  department. 

Q.  Well*  I  suggest  to  you  that  the  only  differences  between  your 
overhead  and  your  gathering  and  compressing  is  that  your 
overhead  is  charged  among  three  departments  and  your  com¬ 
pressing  and  gathering  are  charged  among  two. 

A  Well,  they  are  charged  in  that  manner,  yes. 

Q,  Nov/,  can  you  go  to  the  books  of  the  Royalite  Company  Limited 
as  they  are  written  and  tell  me  the  direct  labour  costs  of 
the  Gasolihe  Department? 

A  Yes,  I  can. 

Q,  As  they  are  written? 

A  Not  the  G-asoline  Department.  I  oan  tell  you  the  gasoline  plants. 
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Q,  You.  can  tell  me  the  labour  charges,  the  moneys  that  were 

expended  for  labour  for  men  who  were  employed  at  $1,  and  $2 
Gasoline  Plants,  is  that  it? 

A  Direct  labour,  yes. 

Q,  The  direct  labour? 

A  YeS . ' 

Q,  That  labour,  of  course,  would  have,  however,  to  be  divided 

for  the  purpose  of  this  statement  of  yours,  general,  gasoline 
and  gas,  wouldnTt  it? 

A  Not  if  the  men  worked  in  the  two  gasoline  plants. 

Q,  Pardon? 

A  Not  if  the  men  worked  in  the  fl  and  the  #2  gasoline  plant  as 
you  said. 

Q,  Then,  do  you  say  that  your  gasoline  operations  are  an  entirely 
separate  operation  :  from  your  gas  operation? 

A  I  say  the  costs  can  be  divided. 

Q,  And  are  not  divided  on  the  books  at  the  present  time? 

A  That  is. right. 

Q,  And  you  have  had  to  divide  them  for  the  purposes  of  these 
figures? 

A  Yqs  sir. 

Q,  On  what  basis  did  you  divide  them? 

A  I  divided  the  gas  gathering  and  the  compressing  costs  of 

Gasoline  Plant  $1  and  the  gas  gathering  and  compressing  costs 
of  the  North  Bystem  on  the  volumetric  basis. 

Q,  Yqs? 

A  And  the  gas  gathering  and  the  compressing  costs  of  the  South 

System  were  entirely  charged  to  the  Gasoline  Department  with 
the  exception  of  the  year  1943,  when  they  were  divided. 

Q,  Yqs  .  Apart  from  those  gathering'  and  compressing  costs,  are 
there  any  costs  which  are  common  to  gasoline  and  gas? 
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A  There  is  the  Electric  Plant  and  the  Boiler  Plant  expenses, 
which  are  divided  between  the  gasoline  business  and  the  gas 
business,  and  the  crude  oil  department  as  well. 

Q,  Any  others? 

A  Well,  the  majority  of  our  service  units  are  allocated  between 
one  and  another. 

Q,  What  do  you  mean  by  service  units? 

A  Well  for  instance,  our  expense  of  our  forge  and  the  machine 
shop  are  divided  between  the  gasoline  plant  and  the  gas 
business,  and  again,  the  crude  oil  department,  the  whole  three. 

Q,  Yes?  And  anything  else? 

A  I  think  those  are  the  direct  items.  I  mean,  when  I  say  forge 
and  machine  shop  and  service  units,  I  mean  all  of  our  various 
services  which  we  have  in  the  field. 

Q,  Perhaps  wo  can  shorten  it  if  I  suggest  to  you  that  the  books 
of  the  Royalite  Company  have  not  been  kept  strictly  by 
departments,  that  is  to  say,  charging  up  labour  that  you  know 
to  have  been  expended  in  a  certain  department.  You  have  not 
even  done  that? 

A  It  has  been  done  to  a  certain  extent . 

Q,  To  what  extent? 

A  Well,  when  I  say  to  a  certain  extent,  I  say  it  has  not  all 

been  done,  and  I  mean  certain  of  these  have  been  done. 

Q,  Then  it  follows  that  no  one  can  go  to  those  books  and  find  out 

what  direct  labour  has  been  charged  to  any  particular  department 
if  it  has  not  all  been  done? 

A  Directly  it  has  been  charged  to  the  individual  units,  but  not 
to  individual  departments . 

Q,  I  see.  I  am  talking  about  departments  now.  What  was  trans¬ 
ferred  from  the  Royalite  Company  to  the  Madison  Company  was 
your  G-as  Department,  is  that  right? 
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A  Yes , 

Q,  Can  you  go  to  the  books  of  the  Royalite  Company  and.  tell  me 

what  the  operating  expenses  were  over  the  period  T39  to  T44  of 
that  G-as  Department? 

A  I  can  do  it  in  the  same  manner  as  I  have  done  the  costs  of 
this  Department . 

Q,  Of  course,  what  I  am  getting  at,  Mr*  McLellan,  is  how  you 

have  done  this.  Nov/,  I  suggest  to  you  that  you  cannot  even 
get  direct  labour  of  the  G-asoline  Department  out  of  the  books 
at  the  present  time  as  they  are  written-'’ 

A  I  think  I  can  get  direct  labour  after  we  make  this  allocation 
to  gas  gathering  and  compressing  costs. 

Q,  Yes? 

A  And  I  am  wondering  if  those  direct  labour  charges,  gas  gathering 
and  compressing  costs,  might  bo  a  service  which  is  rendered  to 
both  Departments. 

0/  Yq  s  ? 

A  So  that  in  that  case  wo  can  give  you  the  direct  labour  in  that 
department-. 

Q,  I  see.  So  that  what  I  am  getting  at  is,  whether  you  found  it 
necessary  to  make  any  allocation  of  the  labour  costs  in  this 
G-asoline  Department  for  the  pur-pose  of  arriving  at  your  figures? 

A  The  direct  labour,  I  think  I  would  say  no. 

Q,  So  that  you  have  got  your  figures  here  with  regard  to  your 

direct  labour  directly  out  of  the  books  of  this  company,  is 
that  right? 

A  That  is  right. 

Q,  That  is  right? 

A  Y6s  . 

Q,  And  the  only  allocation  that  you  have  found  it  necessary  to 

make  was  with  regard  to  compressing  and  gathering  costs? 
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A  That  is  right . 

Q,  And  the  same  would  be  true  of  the  Gas  Department,  would  it? 

A  I  would  not  like  to  say  without  looking  into  that. 

Q,  Well,  if  it  is  true  of  the  Gasoline  Department,  and  the 

Gasoline  and  the  Gas  Departments  are  as  intimately  connected 
as  they  we  re,  why  wouldn’t  it  be  necessarily  true  of  the 
Gas  Department? 

A  Well,  offhand  I  would  say  probably  that  it  would,  but  I  would 
not  like  to  say  definitely. 

Q,  Yes  ,  I  see.  Well  then,  your  evidence  now  is  that  we  can  go 
to  the  books  of  the  Royalit  e  Company  and  we  can  find  direct 
expenses  applicable  to  each  of  the  three  departments? 

A  Y  es . 

Q,  Yes.  And  that  the  only  necessity  there  has  been  for  allocation 
is  by  reason  of  the  fact  that  the  gathering  system  and  the 
compressing  system  serve  both  the  Gasoline  and  Gas  Departments? 

A  Yes  • 

0,  And  there  is  no  common  service  performed  by  any  parts  of  the 

Royalite  undertaking  for  all  three  departments  of  the  business, 
including  the  crude  oil?  The  crude  oil  is  something  apart, 
is  it? 

A  No ,  I  say  our  service  units  can  be  divided  between  the  three 
of  them. 
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Q>-  I  see,  and  your  general  administrative  and  overhead  has  got 
to  be  divided  ? 

A  Yes,  and  the  welfare  expense. 

Q-  What  you  say  is  you  have  taken  that  general  administrative 

overhead  and  welfare  expense  of  service  units  and  you  have 
divided  them  amongst  these  three  departments  on  the  basis  of 
direct  labour  ? 

A  Yes. 

A  And  the  direct  labour  you  get  actually  out  of  the  books  of  the 
Company  ? 

A  Yes. 

Q,  Will  you  tell  us  what  the  direct  labour  was,  what  the  cost  of 
the  direct  labour  was  for  the  gasoline,  gas  and  crude  oil 
departments  of  the  Company  for  the  year  1959  ? 

A  As  I  say  I  cannot  give  you  that  by  departments.  I  can  give 
you  the  direct  labour  in  the  department  but  there  is  also 
other  labour  that  is  charged  to  service  units  and  to  other 
expense  accounts  which  themselves  ore  allocated  to  those 
departments.  So  that  you  cannot  take  the  total  payroll  and 
divide  it  so  much  to  the  gas  department  and  so  much  to  the 
gasoline  department  and  so  much  to  the  crude  department.  You 
have  to  approach  it  on  the  overall  cost  of  the  unit  and  then 
distribute  your  units. 

'A  What  you  are  saying  in  your  report  is  you  have  taken  these  two 
things,  you  have  taken  the  employees  welfare  expense  and 
administrative  and  general  expense  and  the  profit  and  loss 
on  service  units  and  you  have  divided  them  up  on  the  basis  of 
the  direct  labour.  I  would  like  to  know  how  you  divided  that, 
what  figures  you  used  ? 

A  We  should  go  a  little  further,  they  have  been  distributed  on 
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the  direct  labour  basis  to  the  main  department  and  also 
charged  to  service  units  accounts. 

'<4  They  have  been  distributed  to  the  main  department,  that  is  the 
crude  oil,  gasoline  and  gas  ? 

A  A  portion  of  them. 

A  I  would  like  to  ask  you,  Mr.  McLellan,  if  you  will  produce 

your  figures,  the  figures  on  which  you  have  made  this  com¬ 
putation  and  then  we  can  perhaps  understand  it.  I  am  bound 
to  say  that  I  do  not  understand  what  you  have  done  ? 

A  Probably  if  I  start  at  the  first.  Firstly,  I  get  our  direct 

labour  in  each  unit,  not  the  Department. 

A  And  by  unit  you  mean  -  - 

A  For  instance,  gas  gathering  north  and  gas  gathering  south  and 
forge  and  machine  shop,  boiler  plant,  electric  light*  Direct 
labour  in  the  gasoline  plant  1,  and  direct  labour  in  gasoline 
plant  2,  and  all  those  various  classifications.  Then  we  take 
the  employees  welfare  expense  and  administrative  and  general 
expense,  firstly,  and  then  wo  distribute  those  all  over  those 
various  units.  Then  when  we  put  this  extra  charge  into  our 
service  units  wo  increase  the  expense  of  those  service  units. 
Now  then  those  same  service  units  are  then  distributed  back  to 
the  main  department  in  the  manner  in  which  they  wore  firstly 
distributed  on  the  books  of  the  Company.  And  then  when  we  get 
them  all  charged  brack  into  the  main  department  the  cost  of  the 
service  units  those  are  closed  out  and  there  is  no  balance 
left  in  those.  They  are  all  distributed. 

Q,  I  guess  that  is  clear  to  an  accountant.  My  friend  Mr.  Smith 
says  ho  understands  it. 

i  < 

A  He  says  ho  does  -  - 

A  I  would  like  to  ask  you  Mr.  McLellan  with  reference  to 
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depreciation  a  question  or  two.  Primarily  this  statement 
Exhibit  156. 


156. 

Was  prepared  to  guide  the  Board  in  its  allocation  of  proceeds 
of  the  sale  of  gasoline,  as  between  the  absorption  plant  and 
the  producers  ? 

Yes. 

And  you  have  adopted  throughout  the  unit  method  of  depreciation? 
Except  for  the  things  that  you  have  mentioned. 

Yes  ?  I  am  wondering  whether  for  that  purpose  and  for  the 
purpose  of  showing  the  profits  that  have  been  earned  up  to  date 
and  the  profits  that  are  going  to  be  earned  in  the  future  on 
your  estimates,  I  am  wondering  if  what  you  should  not  have  done 
was  to  use  the  book  depreciation  of  the  Company  ? 

MR.  CHAMBERS:  I  do  not  want  to  object  for  the  reason  of 

objecting  but  I  do  submit  that  an  allocation  as  to  the  portion 
of  the  gasoline  soles  realization  as  between  the  absorption 
plant  and  the  producers  is  none  of  the  business  -  and  I  say 
this  in  no  disrespectful  way  of  my  learned  friend  -  that  if 
there  is  any  objection  thnt  lies  in  the  mouth  of  Mr.  McDonald, 

I  do  not  want  to  be  too  technical  on  the  thing  but  I  do  think 
we  should  ooch  keep  more  or  less  in  our  own  spheres. 

THE  CHAIRMAN:  Supposing  I  asked  the  same  question,  Mr. 

Chambers . 

MR.  CHAMBERS :  I  do  not  think  I  could  very  well  object 


to  your  asking  it. 

THE  CHAIRMAN:  I  am  going  to  ask  Mr.  Steer  to  ask  it  for 

me . 

MR.  STEER:  I  think  perhaps,  sir,  wo  might  as  well  get 

this  question  settled  right  now  because  I  want  to  know  whether 
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I  am  interested  in  this  question  of  the  division  of  profits 
of  the  sale  of  the  gasoline  to  a  producer  in  the  absorption 
plant  in  any  other  capacity  other  than  as  a  spectator.  Because 
I  am  bound  to  say  to  my  learned  friend  that  I  am  going  to  be 
here  as  a  spectator.  My  submission  is  I  am  interested  in  that 
and  I  am  interested  in  seeing  that  the  producer  gets  what  is  a 
fair  and  reasonable  proportion  of  this  gasoline  content 
because  the  more  he  gets  for  his  gasoline  content  the  less  in 
my  submission  he  should  get  for  his  gas. 

MR.  CHAMBERS:  By  the  same  token  the  man  that  sells  oil 

well  equipment  is  interested  probably  because  the  well  owner 

will  then  be  able  to  buy  more  machinery  and  do  more  drilling. 

THE  CHAIRMAN:  Well  to  the  extent  that  the  price  of  gas 

is  affected,  if  it  is  affected  by  the  gasoline  content,  to  that 

i s  interested. 

extent  Mr.  Steer/  Now  I  think  it  will  defy  the  Lord  Chancellor 
to  divide  or  to  find  the  dividing  line  where  his  interest  ends 
in  this  enquiry. 

MR.  CHAMBERS :  Of  course  then  I  have  one  and  I  say  funda¬ 

mental  objection  to  all  of  the  evidence  as  to  past  profits  or 
past  losses  or  future  profits  or  future  losses  so  far  as  the 
prices  to  be  fixed  by  this  Board  are  concerned.  I  submit  if 
we  are  going  to  fix  prices  on  the  basis  of  profits  and  losses 
or  how  much  money  the  consumer  or  the  party  giving  the  service 
can  pay  from  his  earnings,  well  then  I  submit  and  I  am  taking 
this  seriously  and  I  intend  to  argue  it  seriously  when  the 
time  comes  for  the  final  argument,  if  we  are  going  to  do  that 
with  one  then  everything  all  the  way  through  should  be  treated 
that  way. 

THE  CHAIRMAN :  Mr.  Chambers,  probably  I  will  put  it  this 

way.  You  know  that  the  late  W.  S.  Gilbert  was  a  member  of  the 
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English  Bar.  He  was  also  writing  an  opera.  He  was  not  on 
the  practising  list  of  Barristers.  He  was  subpoenal  to 

.  *  i  / 

appear  for  Jury  service  on  the  morning  on  which  he  was 

producing  his  opera.  He  promptly  paid  his  Bar  fees  and 

received  a  brief  in  the  very  trial  in  which  he  was  subpoenaed 

* 

as  a  Jurist.  He  did  not  appear  but  he  was  briefed.  Now  per¬ 
haps  Mr.  Steer  is  asking  the  question  that  Mr.  McDonald  wants 
to  ask. 

MR.  CHAMBERS:  Then  I  would  like  Mr.  McDonald  to  say  so 

then. 

THE  CHAIRMAN:  Did  you  get  the  little  analogy  ? 

MR.  CHAMBERS:  I  would  like  to  know  if  Mr.  McDonald  agrees 

to  the  position  taken  by  Mr.  Steer. 

MR.  MCDONALD:  No. 

THE  CHAIRMAN:  Not  to  the  extent  that  it  will  affect  the 

wellhead  price  of  gas. 

MR.  McDONALD:  I  am  quite  content  to  ask  my  own  questions. 

THE  CHAIRMAN:  Well  I  am  not  going  to  stop  Mr.  Steer  yet 

in  any  event. 

MR.  McDONALD:  Probably  it  might  be  quite  in  order  to 

read  the  question  that  he  asked.  It  slipped  my  mind  what  it 
wa  s . 

MR,  STEER:  I  asked  him  whether  in  computing  past 

profits  and  estimating  future  profits  the  Royalite  Company 
for  the  purpose  for  which  this  statement  has  been  prepared 
the  book  depreciation  should  not  have  been  used  instead  of 
the  unit  method  ? 

Am  I  to  answer  that  one  ? 

MR.  HARVIE:  May  I  just  say  I  should  think,  Mr.  Chairman, 

this  is  probably  bringing  up  the  point  I  mentioned  before.  I 
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think  possibly  we  were  given  the  assurance  by  you  that  if  this 
phase  of  the  enquiry  was  put  in  at  this  stage  that  care  would 
be  taken  to  see  that  only  those  affected  would  be  allowed  to 
take  part. 

TEE  CHAIRI'IAN:  That  is  right.  Will  you  just  define  for 

me  where  Hr.  Steer  or  Mr.  Fenerty  for  that  matter  are  excluded 
under  that  ruling,  at  the  moment  ? 

MR.  HARVIE:  I  will  try  to,  yes.  I  think  possibly  there 

is  a  division  as  between  all  parties  that  are  interested  in 
the  utility  as  such,  the  utility  operations,  that  are  inter¬ 
ested  in  seeing  what  absorption  operation  pays  or  the  gasoline 
plant  operation  pays  for  the  services  it  receives.  Up  to 
that  point  I  think  there  might  be  cltarly  an  interest.  Beyond 
that  as  to  what  division  is  made  between  the  gross  income  or 
the  net  income,  as  might  be  decided,  of  the  gasoline  operations, 
as  between  the  gasoline  operator  and  the  producer  I  do  not 
think  the  outsiders  have  any  interest  in  it.  I  think  if  they 
are  now  asking  quest  ionsas  to  how  that  division  is  to  be  made, 
as  was  intimated  by  my  learned  friend  Mr.  Steer  when  he  said 
that  he  is  interested  in  seeing  how  much  the  producer  gets  for 
his  gas  so  that  something  else  could  be  lowered,  I  think  it  is 
clearly  not  relevant  in  this  part  of  the  enquiry. 

THE  CHAIRMAN:  Supposing  I  said  I  am  going  to  take  a 

broad  general  view  of  the  whole  picture  to  enable  me  to  arrive 
at  all  just  and  reasonable  prices  that  I  have  to  fix. 

MR.  HARVIE:  Yes.  If  that  is  the  case  I  agree  with  Mr. 

Chambers,  why  pick  out  the  absorption  plant  any  more  than  any 
other  user  of  the  gas.  Why  not  go  to  the  drilling  companies 
that  are  buying  it.  Why  not  go  to  the  consumers  in  Turner 
Valley  buying  directly  from  the  plant  or  the  Alkylate  plant 
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and  all  those  things.  I  do  object  to  having  the  absorption 
plant  operation  picked  oat  and  pulled  to  pieces  on  this  basis 
unless  it  is  going  to  be  done  all  along- the  line. 

MR.  CHAMBERS:  I  would  like  to  get  the  issue  cleared  up. 

Do  I  understand  my  learned  friend  to  say  that  how  much  a  well 
owner  receives  at  the  wellhead  for  his  residue  gas  -  - 
MR.  STEER:  For  his  gasoline. 

THE  CHAIRMAN:  What  Mr.  Steer  said  was  this  that  he  was 

interested  in  seeing  that  the  producer  got  the  largest  possible 
share  of  the  natural  gasoline  products  so  that  he,  Mr.  Steer, 
could  argue  that  he  should  receive  less  for  the  gas  at  the 
wellhead . 

MR.  CHAMBERS:  That  is  the  point  I  am  getting  at,  maybe 

putting  it  the  other  way.  How  much  the  well  owner  receives 
for  his  residue  gas  at  the  wellhead  has  a  bearing  on  the 
percentage  of  the  division  of  the  sale  of  gasoline.  Or  put 
it  the  other  way,  how  much  he  gets  from  the  gasoline  is 
relevant  in  fixing  the  wellhead  price  of  the  residue  gas. 

I  think  that  is  in  effect  what  he  is  asking  the  Board  to 
rule  on  as  being  relevant. 

THE  CHAIRMAN:  And  how  much  he  gets  for  his  crude  oil. 

MR.  CHAMBERS:  This  is  tho  first  time  the  issue  has  been 

raised  and  it  will  be  an  important  issue  if  it  is  persisted  in. 
THE  CHAIRMAN:  Mr.  Chambers,  surely  Counsel  have  a  right 

to  argue  along  these  lines  if  they  wish  to  do  so. 

MR.  CHAMBERS:  He  is  asking  you,  as  I  understand  it,  to 

say  that  on  that  ground  this  evidence  is  relevant. 

THE  CHAIRMAN:  No. 

MR.  CHAMBERS :  If  that  is  the  case  I  would  like  a  ruling 


one  way  or  the  other. 
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THE  CHAIRMAN:  What  I  have  said,  Mr.  Chambers,  is  at  the 

moment  I  think  Mr.  Steer  is  entitled  to  participate  in  this 
enquiry  to  the  extent  that  the  price  of  gas  might  be  affected 
thereby.  I  do  not  know  where  the  dividing  line  is.  I  am  not 
going  to  attempt  to  draw  it. 

HR.  CHAMBERS:  He  is  leading  this  evidence  as  being 

relevant  evidence.  I  mean  otherwise  he  is  not  entitled  to 
ask  the  question  if  it  is  not  relevant.  This  opens  up  a  large 
field. 

•  t  * 

THE  CHAIR  [AN:  Mr.  Steer  can  cross-examine  on  anything  -  - 

MR.  CHAMBERS :  But  I  submit  it  must  be  relevant. 

THE  CHAIRMAN:  If  he  is  cross-examining  on  something  the 

witness  said  surely  that  is  relevant.  It  must  be  relevant. 

Your  question  is  "What  right  has  Mr.  Steer  to  ask  it?"  It  is 
not  a  question  of  relevancy. 

MHE  CHAMBERS:  The  information  he  is  asking  for  must  be 

relevant  to  the  hearing.  While  I  am  registering  my  objection  - 
MR.  FENERTY:  May  I  put  in  a  word.  Probably  there  will 

be  no  objection,  to  me  appearing  because  in  this  particular 
cross-examination  as  f  r  as  I  now  know  I  will  not  be  taking 
any  part  but  I  certainly  want  to  bo  here  listening  and  having 
the  opportunity  of  taking  part  if  I  so  desire.  My  suggestion 
is  this,  apart  altogether  from  the  reasons  advancod  by  Mr. 

Steer,  that  the  only  basis  that  any  of  our  friends  can  say  we 
are  not  interested  in  this  enquiry  is  on  the  basis  that  we 
are  not  called  upon  to  share  any  of  the  gathering  costs.  If, 

i 

as  I  think  is  the  case,  and  as  I  propose  to  argue  now,  appar¬ 
ently  the  absorption  plant  is  not  necessary  and  that  we  should 
take  our  costs  from  the  down  stream  side  of  the  absorption 
plant  instead  of  the  bottom  of  the  well.  If  my  learned  friends 
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will  agree  with  such  a  proposition  as  far  as  I  am.  concerned 
I  will  fold  up  my  books  and  go  home.  But  just  as  long  as 
there  is  any  suggestion  that  the  rate  of  return  on  this  absorp 
tion  plant  or  they  propose  to  argue  that  that  has  any  bearing 
on  the  division  of  costs,  as  long  as  there  is  any  question  of 
the  division  of  those  costs  which  I  say  are  common.,  then  I  say 
we  are  vitally  interested  in  what  the  proper  depreciation 

i 

should  have  been  and.  how  it  should  have  been  charged  and  what 
the  future  rate  of  return  would  be. 

THE  CHAIRMAN:  This  is  what  I  have  said,  I  think  you  are 

entitled  to  participate  to  the  extent  that  it  affects  the 
price  of  gas.  Where  that  point  is  I  do  not  know,  ho  you 
object,  Mr.  McDonald,  to  Mr.  Steer’s  cross-examination  ? 

MR.  MCDONALD:  No,  I  do  not  object  to  Mr.  Steer’s  cross- 

examination  if  he  stays  within  the  limits  of  his  interests. 

The  reason  Mr.  McLellan  is  in  the  box  today  and  why  you  will 
have  evidence  next  week  as  I  understand  it  is  this,  that  in 
this  case  or  enquiry  the  question  of  the  allocation  of  costs 
as  between  the  absorption  plant  and  the  dry  gas  market  has 
been  mooted,  first  presented  by  Royalite  and  secondly  by 
British  American.  They  presented  the  volumetric  basis  of 
division.  Mr.  Steer  made  application  to  the  Board  that  Mr. 
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the  absorption 
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for  the  purpose  only  of  allocating 
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Be  costs. 

THE 

CHAIRMAN : 

Mr. 

Steer,  Mr.  McDonald  ? 

MR. 

STEER: 

Yes 

• 

THE 

CHAIRMAN : 

It 

was  Mr.  Fenerty  was  it  not  ? 

MR. 

MCDONALD: 

It 

might  have  been  Mr.  Fenerty. 

THE 

CHAIRMAN : 
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asked  for  the  production  of  the  Royalit 
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books  in  order  that  the  allocation  of  those  costs  might  be 
determined . 

MR.  MCDONALD:  Yes,  and  it  was  in  answer  to  that  appli¬ 

cation  on  which  the  Board  ruled  the  evidence  should  be  given, 
that  we  have  this  submission  today.  Now  the  Hoyalite  Company 
have  coupled  with  that  submission  a  submission  of  the  future 

operations  of  the  absorption  plant.  This  might  not  have  been 

/ 

necessary  for  the  purpose  for  which  Mr.  Fenerty’s  application 
was  made.  But  we  finally  get  down  to  the  question  I  think  the 
interest  of  the  Gas  Company  and  the  City  is  simply  on  this 
matter  of  allocation  and  if  they  are  going  to  propose  that 
that  application  should  be  on  the  basis  of  the  gross  realiza¬ 
tion,  that  is  the  gross  value  of  the  gas  and  the  gasoline  that 
is  one  thing.  All  you  have  to  know  for  that  is  what  is  the 
value  now  s  divided  between  the  producer  and  the  absorption 
plant  of  the  product  which  is  not  regulated  and  cannot  be 
regulated  by  'this  Board.  It  is  certainly  of  no  interest  to 
the  Gas  Company.  It  is  beyond  the  Board’s  jurisdiction,  and 
if  the  Board  attempted  to  regulate  it  on  that  basis  it  would 
just  mean  that  the  producers,  the  price  of  gas  would  go  up  and 
down  with  the  price  of  gasoline  and  all  other  things  that 
enter  into  it.  Some  witnesses  have  referred  to  those 
difficulties . 
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A 
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THE  CHAIRMAN:  I  have  to  say  that  I  have  said  something. 

However  I  will  not  say  it  again. 

MR.  FENERTY:  My  friend  is  thinking  of  beware  of  Greeks 

bearing  gifts  but  I  thought  we  might  get  together  on  a  point. 

MR.  CHAMBERS:  What  is  your  proposition,  fixing  down  stream 

the  absorption  plant. 

MR.  FENERTY:  What  I  say  at  the  moment  - 

THE  CHAIRMAN:  What  he  says  is  that  the  natural  gas  should 

bear  no  cost  of  the  gathering  behind  the  outlet  of  the  scrubbing 
plant.  We  will  come  to  that  some  day. 

MR.  CHAMBERS:  The  only  remark  I  would  like  to  make  is 

that  the  absorption  plant  might  not  be  there  then.  It  might 
be  somewhere  else. 

MR.  MCDONALD:  I  might  suggest  that  the  question  asked  Mr. 

McLellan  was  as  to  his  opinion  as  to  whether  it  should  be  done 
this  way  or  not  and  I  do  not  know  that  he  isqualif ied  to  express 
an  opinion  one  way  or  the  other. 

THE  CHAIRMAN:  Well  any  man  who  is  qualified  to  prepare 

this  should  be  qualified  to  express  an  opinion.  Perhaps  I 
should  ask  a  question. 

What  method  of  depreciation  is  used  on  the  books  from  the  year 
1939  until  1945.  What  method  was  used,  the  straight  line 
method  ? 

The  straight  line  method,  yes. 

On  how  many  years  ? 

Ten  years . 

MR.  STEER:  From  1933  on  ? 

Depending  on  the  date  of  acquisition  of  the  assets. 

That  is  to  say  RoyaliteTs  books  are  set  up  on  the  basis  of  the 
ten  year  life  for  the  original  asset.  The  ten  year  life  of  all 


/ 


M-2-2 

G.  R.'McLellan, 
Cross-Exam,  by  Mr.  Steer. 


-  5901  - 


A 


0,. 


A 

Q 


A 

Qi 

A 

Qi 
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part  of  the  assetsfrom  acquisition  ? 

I  mean  in  the  gasoline  department.  In  the  crude  oil  depart¬ 
ment  the  assets  are  depreciated  a  little  differently. 

If  you  are  examining  the  account  of  any  ordinary  industrial 
undertaking,  Mr.  McLellan,  and  you  are  determining  earnings 
your  earnings  are  taken  on  the  historical  cost  of  the  capital 
employed  plus  additions,  less  items  discarded  and  less  depre¬ 
ciation,  for  the  purpose  of  ascertaining  the  percentage  earn¬ 
ings  of  the  Company,  Is  that  right  ? 

Including  working  capital. 

Including  working  capital  but  my  point  is  that  in  determining 
earnings  the  depreciation  reserve  is  always  deducted 

from  the  amount  of  the  capital  employed  ? 

Usually . 

♦ 

That  is  the  scientific  accounting  way  of  doing  it,  is  it  not  ? 
Oh  it  is  done  other  ways  I  understand. 

You  understand.  Perhaps  you  will  tell  us  about  your  under¬ 
standing  ? 

Well  they  are  just  rumours,  I  do  not  know  of  any  specific 
cases. 

Well  if  it  is  only  rumour  we  do  not  need  to  pay  any  attention 
to  rumours. 

THE  CHAIRMAN:  We  are  not  certain  what  the  income  tax 

people  do. 

I  do  not  think  they  determine  rates  of  return  to  any  extent. 
But  the  deduction  of  depreciation  from  the  capital  value  of 
the  assets  in  computing  your  profits  ? 

Well  they  take  a  portion  of  that  capital  asset.  They  do  not 
deduct  anything  from  the  asset. 

MR.  STEER:  Would  you  look  for  a  moment  at  Schedule  nHTT 
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In  the  year  1939  I  see  there  the  balance  beginning  of  period. 

I  suppose  that  is  your  property  account  is  it  ? 

Yes,  for  that  particular  plant. 

For  the  plant  and  we  are  talking  now  of  gasoline  plant  1. 

That  is  your  total  property  account  ? 

That  is  right. 

That  is  the  erections  in  1933,  additions  since  1933  and  items 
discarded  ? 

That  is  right. 

Then  we  have  certain  additions  and  deductions  and  then  we  go 
over  to  balance  at  end  of  period  $377,000.00  ? 

Yes  . 

And  then  the  balance  beginning  of  the  period.  What  does  that 
mean.  Toes  that  mean  your  depreciation  reserves  ? 

Two  separate  classifications,  assets  and  reserves. 

Toes  that  mean  reserves  for  depreciation  ? 

Reserves  for  depreciation  at  the  beginning  of  the  period. 

That  is  the  beginning  of  1939. 

And  you  make  provision  for  this  $6,272.00  on  a  unit  basis  for 
the  year  1939  and  carry  Aown  a  total  of  $101,000.00  ? 

Yes,  that  balance,  beginning  of  period,  of  course  is  calculated 
on  the  unit  method  too. 

Quite  so.  They  are  both  calculated  on  the  unit  method  and 
what  I  would  like  to  gat  at  is  what  that  figure  of  $92,465.42 
would  be  on  the  books  of  the  Company  and  what  the  provision 
for  the  year  1939  would  be  on  the  books  of  the  Company.  Have 
you  got  it  here  ? 

No,  I  have  not  got  it  here. 

You  can  give  us  that  ? 

Yes  • 
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MR. 

CHAMBERS : 

He  could  give  it  ? 

MR. 

STEER: 

But  you  are  not  sure 

that  you  will. 

MR . 

STEER: 

Well  I  am  asking  for 

it  Mr.  Chairman.  I 

am  going  to  ask  you  too  Mr.  McLellan,  if  you  will  produce  the 
depreciation  account  of  the  Royalite  Company  for  the  years 

i 

1933  to  -  these  figures  are  actually  only  up  to  1944  are  they 
not  ? 

Yes. 

Up  to  the  end  of  1944  ? 

MR.  CHAMBERS:  Now  sir,  I  am  objecting  to  producing  that, 

certainly  at  the  request  of  my  learned  friend  and  I  would 
frankly  like  to  have  an  opportunity  to  argue  that  point  before 
an  order  is  made  one  way  or  the  other. 

THE  CEA I  Ri  IA N :  A 1 1  r  i  gh  t . 

MR.  STEER:  Then  I  take  you  to  Schedule  TTJ" ,  Mr. 

McLellan. 

Could  I  get  that  clear  what  you  are  asking  in  1933  to  ~ 

1944  I  think. 

MR.  McDOIALD:  Before  Mr.  Steer  leaves  that  point  so  we 

will  know  what  is  going  to  be  discussed  in  regard  to  this 
depreciation  account.  Is  the  depreciation  account  of  the 
Royalite  Company  covering  their  oil  and  crude  operations, 
absorption  and  gas  or  are  you  sticking  to  the  absorption 
plant  ? 

THE  CHAIRMAN:  I  suppose  we  can  be  meticulous  in  our 

language  but  I  think  we  are  all  talking  about  the  absorption 
plant . 

MR.  STEER:  Yes  gasoline  plant  No.  2  and  gasoline  plant 

No.  1. 

You  said  gasoline  plant  1  at  the  time. 


MR.  STEER: 


I  am  coming  to  gasoline  plant  2  which  is 


I 
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dealt  with  in  Schedule  TtJT!  and  we  have  got  here  the  balance 
beginning  of  1959,  balance  end  of  1939.  Depreciation  reserves 
beginning  of  period  $63,716.74,  Provision  for  the  .year 
$7,406.44,  both  of  those  being  on  a  unit  basis  ? 

A  Yes  sir. 

Q,  And  then  carried  down  ? 

A  Yes  sir. 

Q,  And  I  asked  you  to  let  us  have  the  depreciation  account  for 
the  yearsl933  on  ? 

A  Phare  was  not  any  plant  in  1933.  It  started  in  1935. 

Q,  Oh  yes  with  that  qualification  which  you  might  perhaps  make. 

MR.  CHAMBERS:  I  take  the  same  objection. 

Q,  MR.  STEER:  While  we  are  on  that  Schedule  nJn,  Mr. 

McLellan,  items  in  the  first  column  for  the  years  1946  and 
1947  and  1948.  You  spoke  to  my  learned  friend  Mr.  Chambers 
about  those  this  morning  ? 

A  Yes. 

Q,  And  I  take  it  that  this  plant  no  longer  is  used  and  useful  ? 

A  I  do  not  know  whether  it  is  used  or  useful  or  not. 

Q,  It  vi/as  simply  discarded  when  No.  2  plant  was  consolidated  with 

No.  1  ? 

A  I  donTt  know  that  it  has  been  discarded. 

Q,  What  did  you  tell  my  friend  Mr.  Chambers  about  it  ? 

A  I  told  him  it  was  the  equipment  remaining  at  the  location 

after  certain  of  the  other  equipment  was  transferred  to  gasoline 
plant  No.  1. 

Q,  And  it  has  been  put  to  no  use  since  the  consolidation  of  the 
two  plants.  Do  you  know  ? 

A  I  do  not  know. 

Q,  Should  you  not  know  before  you  make  a  statement  like  this  ? 
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A  I  do  not  think  so.  As  far  as  I  know  the  equipment  is  still 
there . 

Q  But  no  use  is  being  made  of  it  so  far  as  you  know  ? 

A  I  do  not  know  whether  they  are  using  it  or  not.  The  best  #f 

my  information,  it  is  not  being  used  but  I  do  not  know. 

Q,  Then  we  will  assume  it  is  equipment  which  is  no  longer  used 
and  useful  and  that  being  so  it  represents  capital  lost  to 
the  Royalite  Company  does  it  ? 

A  Not  necessarily. 

Q,  Has  it  got  a  salvage  value,  hid  you  enquire  about  that  ? 

A  No  I  did  not. 

Q,  Whether  it  has  any  salvage  value,  you  do  not  know  ? 

A  No. 

Q,  Whether  it  is  capable  of  being  used  you  do  not  know  in  any  part 
of  the  Royalite  operations.  What  I  mean  is  you  do  not  know 
anything  about  that  ? 

A  No. 

Q,  Well  assume  for  the  moment  it  was  neither  used  nor  useful  and 

are 

represents  capital  lost  and  you ‘/rests ting  these  accounts  for 
the  purpose  of  this  submission  ? 

A  Yes . 

C,  Now  would  you  look  at  the  last  page  of  your  Exhibit  156  and 

what  I  would  like  to  suggest  to  you  is  in  making  your  restate¬ 
ments  that  $206 , 000 . 00  should  have  been  written  off  over  the 
length  of  that  No.  2  plant  as  disclosed  in  the  statement  that 
you  give  on  the  last  page  ? 

A  That  would  be  one  way  of  looking  at  it. 

Q,  And  the  effect  of  looking  at  it  in  that  way  would  be  to  increase 
the  rote  of  profit  which  the  Royalite  Company  makes,  Is  that 
right  ? 
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In  what  year  ? 

In  the  years  1945  to  1948  and  in  the  years  1939  and  1944  ? 

1945  to  1948  it  would. 

And  from  the  date  of  the  consolidation  of  the  two  plants  up 
to  the  end  of  1944  it  would  do  the  same,  is  that  right  ? 

It  might  and  might  not.  I  think  you  would  have  to  calculate 
tha  t . 

i 

THE  CHAIRMAN:  Assuming  every  other  factor  in  your  state¬ 

ment  remains  unchanged  would  it  not  necessarily  increase  the 
profits  ? 

It  would  increase  the  profits  but  I  do  not  think  that  was 
what  I  was  asked. 

Well  I  thought  you  were  ? 

I  thought  I  was  asked  the  rate  of  return. 

MR.  STEER:  I  am  talking  about  -  we  only  use  that  word 

rate  of  return  with  respect  to  a  public  utility  generally 
Mr.  McLellan. 


MR.  CHAMBERS 


I  think  the  word  was  used. 


I  thought  you  were  talking  about  rate  of  return, 

THE  CHAIRMAN :  They  are  the  same  thing  with  the  exception 

that  one  is  used  mostly  in  reference  to  a  public  utility. 

MR.  CHAMBERS :  But  the  rate  of  return  might  be  another 

thing. 

MR.  STEER:  Now  the  effect  of  taking  that  $206,000.00 

out  and  charging  it  off  over  tha  life  of  that  undertaking 
would  be  to  decrease  the  amount  on  which  earnings  were  cal¬ 
culated  from  the  time  it  should  have  been  done.  Am  I  right 
in  that  ? 

Yes. 

And  if  you  take  the  amount  on  which  you  calculate  your 
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earnings  as  being  $202,000.00  less  than  was  actually  used 
in  your*,  computations  then  the  rate  has  got  to  be  higher  ? 

A  That  might  or  might  not  be.  It  would  depend  upon  what  you 
charged  to  each  individual  year. 

1  You  have  charged  off  $202,000.00  for  the  period  1935  to  1943. 

'  We  will  assume  you  have  charged  it  all  off  ? 

A  Yes . 

Q,  Before  1943  ? 

A  Before  1943. 

A  Before  the  end  of  1943  ? 

A  Right. 

Q,  Now  you  compute  your  earnings  for  1944.  Is  that  rate  not 
bound  to  be  higher  ? 

A  The  rate  is. 

Q,  The  rate  and  that  means  actual  earnings  related  to  the  capital 
is  higher  proportionately  ? 

A  Yes. 

Q,  That  is  all  that  means  ? 

Q,  THE  CHAIRMAN:  And  your  operating  expenses  would  be  less 

by  the  amount  of  the  depreciation  ? 

A  Yes. 

A  MR.  STEER:  I  suppose  we  would  be  safe  in  saying, 

Mr.  McLellan,  that  on  the  books  of  gasoline  plant  No.  1  and 
gasoline  plant  No.  2,  take  gasoline  plant  No.  1  on  the  books 
of  the  Royalite  Company  that  plant  would  be  largely  written 
off  today  ? 

A  The  No.  2  would  be.  The  No. . 1  had  several  new  additions  in 

the  years  1940  to  1943  inclusive  so  that  those  additions  would 
not  be. 

Q,  Those  •  additions  would  not  be  written  off  ? 


/ 
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A  Not  fully. 

Q,  Have  ie  not  got  the  position  -with  regard  to  those  additions 

that  the  Dominion  Government  is  responsible  for  the  payment  of 
at  least  some  of  them  ? 

A  I  do  not  - 

Q.  Is  not  the  position  under  that  Allied  War  Supply  contract  that 
some  of  those  additions  at  least  are  going  to  be  paid  for  by 
the  Federal  Government  ? 

A  That  is  a  matter  of  interpretation  I  think.  I  do  not  know  that 
they  are  going  to  be  paid  for.  We  do  not  know.  I  do  not  think 
anybody  knows  until  this  contract  is  finally  settled  what  the 
procedure  is  going  to  be. 

Q,  But  there  is  a  possibility  that  the  Royalite  Company  won’t  have 
to  recover  by  way  of  depreciation  some  part  of  that  capital 
expenditure  made  under  the  Allied  War  Supply  contract,  that  is 
right  is  it  not  ? 

A  It  is  possible. 

i 

Z  Would  you  look  novu  at  statement  l- A  Mr.  McLellan.  These 

estimates  of  future  years.  They  shovi /  a  distinct  drop  in  the 
sales  of  absorption  gasoline  from  1945  on.  Those  figures  I 
suppose  were  given  to  you  by  somebody  ? 

A  Thn’t  is  right. 

Z  And  you  do  not  know  anything  about  the  accuracy  or  otherwise 
of  the  estimates  ? 

A  No.  I  did  make  a  calculation  by  taking  the  number  of  barrels 
which  they  gave  me  and  working  that  out  by  the  product.  That 
is  the  extent  that  I  did. 

Q,  And  were  they  a  45  pound  product  or  the  old  product  before 

i 

iso-butane  ? 

A  Up  to  the  end  of  1946  they  are  the  45  pound  product. 
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Q,  Is  it  said  that  there  is  going  to  be  no  demand  for  the  45 
pound  product  after  1946  ? 

A  It  is  estimated  by  our  Company  that  will  be  the  case. 

Q,  And  you  have  not  any  idea  of  why  they  make  that  estimate  ? 

A  No. 

Q,  Because  it  does  not  appear  to  me  that  there  is  going  to  be  a 
demand  in  Alberta,  Saskatchewan  and  the  Northwest  Territories 
for  a  long  time  to  come  for  high  octane  gasoline.  You  are  not 
prepared  to  discuss  that  ? 

A  I  am  not  familiar  with  that,  no, 

Q  Well  then  if  the  business  is  going  to  go  back  to  what  I  will 

i  t 

call  the  pre-war  basis.  That  is  where  you  are  not  manufactur¬ 
ing  this  heavy  product  any  longer  ? 

A  Yes. 

Q,  Should  we  not  get  the  expense  of  operation  back  to  the  pre-war 
basis  too  ? 

A  Well  if  conditions  change. 

Q  Have  you  any  idea  of  what  it  is  that  causes  the  increase  in 

operating  expenses  coincidentally,  practically  coincidentally, 
with  the  manufacture  of  this  45  pound  product  ? 

A  Do  you  moan  to  say  in  1943  ? 

i 

Q,  To  expenses  rise  after  this  iso-butane  product  project  is  under 
taken.  YonTt  they  rapidly. 

A  Of  course  we  have  only  the  one  plant.  Starting  at  the  first  of 
1944  and  some  of  our  distributions  of  expense  where  sometimes 
we  split  between  the  two  plants.  Now  we  charge  them  only  to 
one  plant  and  the  plant  itself  is  a  larger  unit  and  so  the 
expensesas  compared  with  the  old  plant  are  higher  due  to  more 
equipment  and  the  necessity  of  employing  more  assistance. 
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Q,  I  would  have  thought  consolidation  of  the  plants  would  probably 

result  in  less  expense..  You  say  that  is  not  so  ? 

k 

•  A  Well  it  might  lessen  the  expense  as  taken  together.  That  is 
if  you  took  No.  1  and  2  and  added  their  expenses  together.  I 
do  not  know.  I  have  not  done  that  myself.  As  to  whether  it 

4 

would  be  lesser  or  higher,  but  in  this  comparison  you  are  com¬ 
paring  the  consolidation  plant  with  the  old  No.  1  plant. 

A  Look  at  Statement  No.  2,  Mr.  McLellan,  will  you.  Now  Statement 
No.  2  shows  operating  expenses.  You  first  began  the  manufacture 
at  least  you  first  began  to  extract  the  iso-butane  at  the  end  of 
1942,  did  you.  Am  I  right  in  that  ? 

A  I  think  so.  I  am  not  positive. 

9 


(  Go  to  Page  5911  ) 


h-2-1  11.50  a.m. 

Gr  »  R.  i.j  qXjq  llcilT. , 

Cross-Exam,  by  Ur.  Steer. 

-  5911  - 

Q,.  Well ,  then,  your  operating  expense  of  #1  plant  jumped  from 
seventy-seven  to  one  hundred  and  ten  for  the  year  1943.  Now* 
that  would  look  to  be  applicable  to  the  iso-butane  project? 

Yqs  ,  that  would  be  part  of  it. 

Q,.  And  then  it  jumped  for  1944  to  one  hundred  seventy-four  thousand? 

A.  Ygs,  that  was  when  we  have  just  the  one  plant  now. 

Q,.  And  I  am  finding  it  a  little  difficult  to  understand  why 
the  consolidation  of  the  two  plants  should  result  in  that 
increase  in  the  operation  expenses? 

A.  Now,  you  take  the  $2  plant  in  1943,  the  operating  expense 
shown  in  Statement  3. 

Q,.  Seventy-eight  thousand? 

A.  S'evcnty-cight  thousand.  Now,  you  add  that  on  to  one  hundred 
and  ten  thousand  on  the  /l  and  you  have  one  hundred  and 
eighty-eight  thousand  compared  to  your  one  hundred  seventy- four. 

Q,.  Ycs .  Tha :  is  a  fact  that  gives  me  some  difficulty.  I  wonder, 

Mr-  L7cLcllan,  why  there  should  bo  so  little  saving  in  the 
consolidation,  and  I  suppose  you  cannot  toll  me  that.  Then 
it  strikes  me  as  being  worthy  of  comment  that  for  1942,  as 
against  1943,  the  expenses  for  the  latter  year  should  be  so 
much  greater  due  only,  as  I  take  it,  to  the  fact  that  you 
wore  manufacturing  the  heavy  product,  I  should  not  say  the 
heavy  product,  the  45  pound  product. 

A.  I  think  there  was  a  very  large  increase  in  throughput  as  well 
there.  If  you  will  notice  that  the  revenue  goes  up  from 
three  hundred  and  ninety-five  to  five  hundred  and  eighty 
thousand,  and  also  the  throughput,  which  you  can  find  in  the 
back  here,  the  throughput  in  1943  w- s  16  million  M.C.F., 
whereas  in  1942  it  was  20  million  H.C.F.  That  was  a  25/o 
increase  in  throughput. 
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Q,  Yes.  Would  you  anticipate  that  your  expense  would  diminsh 
as  the  throughput  diminishes? 

A  The  expense  would  diminish  as  the  throughput  diminishes? 

Q,  Yes? 

A  Well,  not  in  relation,  but  they  would  probably  go  down  to  some 
extent . 

Q,  Because  I  note  that  your  operating  expenses,  calculated  over 
the  years  T45  to  '48,  do  not  go  down  very  fast? 

A  No. 

Q,  But  your-  throughput  goes  down  practically  one-half,  almost 

a  half? 

A  No.  No.  G-oes  from  19  million  in  1945  to  14  million  in  1948. 

.  ,  I  was 

Q,  Oh  yes, /looking  at  the  sales.  Now,  would  you  look  at  the 

page,  second  from  the  end.  Before  I  ask  you  about  that, 

Mr..  WcLellan,  you  can  probably  tell  me  that  if  in  the  period 

up 

19:,3  to  1938  inclusive,  making/the  accounts  of  the  Royalite 
Company  on  the  ordinary  industrial  basis  book  depreciation, 
the  percentage  profit  for  the  years  Ts3  to  T38  would  be 
equal  to  or  more  than  the  percentage  profit  for  the  year 
1939  . 

If.  CHAMBERS:  I  am  objecting  to  that  question,  Sir. 

I  submit  that  the  earning,  the  loss  or  profit  of  this  Royalite 
absorption  plant  in  T33  to  T38,  has  no  bearing  whatsoever 
in  this  hearing,  either  in  fixing  the  absorption  plant  price 
or  in  fixing  the  well  head  price. 

THE  CHAIRMANS  Mr .  Chambers,  is  it  not  a  rule  that 

when  a  witness  makes  a  statement  that  he  he  can  be  cross-¬ 
examined  on  it? 

HR.  CHAMBERS:  He  made  no  statement  w ith  regard  to 

that.  This  witness  made  no  statement  with  regard  to  the 
earnings  of  this  Company  prior. 
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THE  CHAIRMAN :  No,  but  he  does  show  on  his  statement 

t 

No.  1  the  percentage  of  profit  with  relation  to  capital 
for  the  years  1939  to  1944. 

HR.  CHAMBERS:  But  there  was  no  thought  of  regulation 

in  the  field  at  that  time,  and  I  do  submit  that  there  should 
be  a  limit  laid  somewhere . 

HR.  STEER:  There  is  a  suggestion  in  the  record 

to  the  effect  that  this  G-asoline  Plant  was  built  for  the 
accommodation  of  the  Canadian  Western  System.  If  that  sug¬ 
gestion  is  withdrawn,  I  am  not  interested  in  the  profits  f r cm 
t33  to  T38.  If  the  suggestion  remains  in  the  record,  I  submit 
I  have  a  perfect  right  to  go  into  the  question. 

THE  CHAIRMAN:  I  think  you  have  a  right  to  go  into 

the  question  anyway,  under  the  ordinary  rules  of  cross-examinatio: 
Q,  You  are  not  prepared  to  tell  me  then,  Hp .McLellan,  what  the 
percentage  profits  were  computed  in  the  ordinary  way,  in  the 
Royalite  undertaking  for  the  years  ’33  to  ’38  inclusive? 

A  I  do  not  know  them. 

Q,  You  do  not  know  them? 

A  No . 

Q,  But  you  could  find  them  from  the  books? 

A  It  would  be  possible,  but  it  is  a  lot  of  work. 

Q,  If  you  had  the  books  there  in  front  of  you  in  the  witness 

box,  and  I  ' asked  you  to  make  that  computation,  you  could 
make  that? 

A  Not  in  the  witness  box. 

Q,  Not  in  the  witness  box? 

A  No . 

Q.  But  you  could  in  the  witness  box  if  you  had  all  the  books 
and  the  material  there,  you  could  make  that  computation, 
couldn’t  you? 
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^  Somebody  wo  aid  have  to  send  food. 

Q,  Oh  sure,  taking  all  that  into  consideration,  Mr.  IioLellan, 

you  could  do  it? 

A  I  could  do  it  here,  yes. 

Q,  I  am  asking  you  to  assume  that  you  have  got  the  books  in 
front  of  you,  and  that  you  have  got  the  time,  and  I  am 
asking  you  to  make  the  computation  and  let  me  know  what  it 
is  ? 

MR.  CHAMBERS :  I  am  advising  the  witness  he  does 

not  have  to  make  that  computati  on,  and  I  am  not  undertaking 
to  have  it  done. 

THE  CHAIRMAN :  Well,  we  will  hear  arguments  on 

that  later. 

MR.  STEER:  I  would  say  this,  Mr.  Chairman, 

that  once  the  Board  decides  that  we  are  entitled  to  have 
the  information,  that  the  simple  way  to  do  it  probably 
would  be  to  have  Mr.  Hamilton  do  that,  the  Board’s 
accountant,  if  Mr*  McLellan  wouldn’t  do  it. 

MR.  CHAMBERS:  If  he  is  given  the  books.  But  I 

submit  that  the  witness  in  the  box  cannot  be  made  to  do  the 
work,  or  other  parties  in  the  hearing,  just  because  they 
happen  to  be  in  the  box. 

Q,  MR.  STEER:  L0t  us  look  at  this  last  page  then, 

Mr*  McLellan f 

A  The  last  or  second  last? 

Q,  The  last.  The  second  last,  I  beg  your  pardon.  Do  you 

know  what  the  requirements  of  the  Canadian  Western  system 
were  for  the  years  19 S3  to  1938  inclusive? 

A  In  respect  of  what? 

Q,  G-as? 

A  No,  I  do  not. 
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Q,  The  evidence,  I  believe,  is  that  the  Canadian  Western  system 
for  the  years  T53  to  T38  inclusive,  required  perhaps  seven 
or  eight  billion  on  the  average  a  year.  Seven  or  eight 
billion.  Now  then,  we  see  on  this  statement  to  which  I 
have  referred  that  the  amounts  ox  gas  processed  we re  very 
largely  in  excess  of  the  requirements  of  the  Canadian 
Western  system,  that  is  right? 

A  They  appear  to  be, 

Q,  Am  I  right  in  thinking  that,  from  1939  on  the  lesser  quantities 
of  gas  processed  are  due  to  the  fact  that  there  was  a  change 
in  the  policy  of  the.  Company  and  the  amount  of  gas  processed 
was  accomno dated  to  the  market  demand.  Am  I  right  in  that? 

A  I  do  not  know. 

Q,  Yes.  The  figures  from  1939  to  1944  show  very  much  loss  gas 
processed  on  the  average  than  they  do  for  the  period  T33  to 
T38  inclusive.  That  is  obvious? 

A  Yes . 

Q,  And  you  have  given  us  figures  on  a  basis  of  unit  depreciation 

showing  substantial  profits  for  the  years  1939  to  1944, 
that  is  right? 

A  Showing  profits. 

Q,  6.8$,  5.13/0,  8.76$,  16.89,  12,67,  13.73;  substantial 
profit? 

A  Depending  on  the  nature  of  the  business. 

Q,  You  think  they  are  not  substantial* 

A  No,  I  do  not. 

Q,  If  you  used  book  depreciation  in  computing  those  profits, 
would  they  be  substantial? 

A  Well,  if  you  use  book  depreciation  are  they  profits? 

Q,  Pardon? 

A  If  we  use  book  depreciation  as  a  result  of  profit,  that  is 
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the  question? 

Q.  You  told  me  a  little  while  ago  that  the  proper  way  to 

compute  earnings  was  to  deduct  your  book  depreciation  in 
finding  the  capital  on  which  your  earnings  are  estimated. 

You  told  me  that? 

A  But  provided  that  book  depreciation  is  done  in  a  scientific 

\ 

manner. 

Q,  Oh  sure.  I  would  not  think  that  a  straight  line  depreciation 
over  ten  years,  from  1933  on,  for  absorption  plant  in 
Turner  Valley,  with  the  knowledge  that  they  had  of  Turner 
Valley  in  the  past,  was  unscientific,  would  you? 

A  It  was  merely  an  income  tax  rate,  I  think. 

Q,  What  makes  you  think  that? 

A  Just  my  experience  in  accounting. 

Q,  Er-om  your  experience  as  an  accountant* 

A  My  experience  in  auditing  and.  their  accounts. 

Q,  Nobody  in  the  Royalit  e  told  you  that  it  was  income  tax  rate, 
did  they? 

A  They  have  not  told  me,  but  I  have  gathered  that  from  my  own 
knowle  d'ge . 

Q,  I  see.  Would  you  have  any  knowledge  of  the  Turner  Valley 
situation  as  it  existed  in  1933? 

A  Would  I  have? 

Q,  Yes? 

A  No . 

Q,  No.  And  you  are  not  prepared  to  say  then  that  a  10$  annual 
straight  line  depreciation  rate  for  an  absorption  plant 
erected  in  that  year  wouldnot  be  scientific? 

A  I  do  not  think  anybody  can  say  that  any  flat  percentage  rate 
at  any  time  is  scientific. 

Q,  You  say  the  only  way  that  a  scientific  rate  could  be  set  up 
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would  "be  to  estimate  what,  the  reserves  in  the  field  at  that 
time? 

A  I  think  so. 

Q,  Was  it  possible? 

A  Well  if  ,it  is  possible  now  I  imagine  it  would  have  been 
possible  then* 

Q,  Now,  Ur.  UcLellan,  if  your  previous  statement  was  correct, 
and  if  it  is  true  to  say  that  an  ordinary  industrial  undor- 
•  taking  in  computing  earnings,  as  you  have  been  computing 
earnings  here,  the  computations  are  made  on  the  basis  of  book 
depreciation,  prow  we  will  assume  that  is  a  truo  statement  of 
fact? 

A  I  am  a  little  behind.  You  say  that  if  these  are  made  on 
book  depreciation? 

q,  No,  I  do  not  say  that.  But  you  told  me  a  little  while  ago 
that  the  proper  way  of  making  up  the  aocounts  of  an  ordinary 
industrial  concern  is  to  compute  earnings? 

A  Yes  f 

Q,  And  to  deduct  the  book  depreciation  from  the  capital  assets? 

A  Seeing  that  depreciation  was  calculated  in  a  scientific  manner. 

Q,  Does  it  matter  whether  it  is  calculated  in  a  scientific 

manner  or  not  if  it  is  there? 

A  I  do  not  think  that  depreciation  at  any  time  is  correct. 

Q,  THE  CHAIPJ/IAN »  But  the  fact  is  that  when  you  provide 

for  depreciation  reserves  you  have  recaptured  some  of  your 
original  investment,  that  is  so? 

A  Not  necessarily. 

Q,  Then  what  happens  to  it?  What  happens? 

A  You  have  received  certain  revenues  from  the  sale  of  your 

product? 

Q,  Yes? 
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A  Now,  those  revenues  are  held  in  the  books  of  the  Company, 
in  the  open  account  probably,  and  they  may  be  reinvested, 
and  there  might  be  anything  done  with  them,  but  by  the  time 

you  come  to  the  end  of  the  period,  you  may  have  lost  money. 

I  mean,  you  may  not  get  as  much  back  as  you  pat  out*  So  that 

at  any  one  time  you  cannot  toll  whether  you  have  recovered 

your  investment  or  not. 

Q,  LiR.  STEER:  Yqs  .  Well,  you  won’t  agree?  Ar-e 

you  recanting  on  that  view  you  gave. me  a  little  while  ago 
that  the  proper  way  was  to  take  your  depreciation  and  deduct 
it  so  as  to  find  the  sum  on  which  you  are  going  to  compute 
your  percentage? 

A  Provided  that  depreciation  is  calculated  in  a  scientific 
way. 

Q,  I  am  suggesting  to  you  that  it  matters  not  a  whit  whether 

it  is  scientifically  computed  or  otherwise,  you  have  got  the 
fund  there. 

A  It  may  not. 

Q,  If  the  fun i  should  be  invested  in  the  capital  assets,  you 
will  put  it  back  in  the  proper  account? 

A  f  q  s  » 

Q,  And  you  will  have  that  on  which  to  compute  your  earnings,  and 
you  have  not  done  something  like  that  here?  You  have  got  it? 

A  Not  until  you  get  to  the  end  of  the  period,  did  you  know 
that  ? 

Q  I  know  that.  I  say  you  have  depreciation  reserve  in 
actual  dollars,  and  until  you  invest  it  in  is  there  in 
dollars,  is  not  that  right? 

A  You  have  certain  things ,  whether  they  cover  all  the  depart¬ 
ments  or  not  is  contentious. 

Q,  I  am  not  interested  in  whether  the  depreciation  is  scientific. 


o 
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I  am  asking  you  to  consider  this  from  the  point  of  view  of 
a  Board  of  Directors  in  depreciating  what  they  can  do  in 
the  way  of  paying  dividends? 

A  les. 

Q,  And  in  order  to  compute  their  earnings  scientifically,  or 

otherwise,  they  have  got  to  take  it  from  the  capital  employed, 
and  they  will  deduct  whatever  it  is  they  have  in  the  deprec¬ 
iation  fund? 

A  Whatever  depreciation  there  might  bo  on  the  books  of  the 
Company. 

Q,  Is  there  any  difference  in  what  I  have  said  to  you  and  what 
you  have  said? 

A  You  said  dollars  on  hand,  and  they  might  be  reinvested  in 
materials . 

Q,  If  it  is  invested  it  becomes  part  of  the  capital  employed. 

A  Y©s . 

Q,  THE  CHAIRMAN:  And  supposing  there  are  distributed 

in  capital  repayments  to  the  shareholders,  what  then? 

A  They  are  no  longer  in  the  business,  then. 

Q,  No. 

Q,  HR .  STEER:  I  am  going  to  ask  you  to  assume  that 

I  am  right,  and  to  assume  that  the  proper  view  for  a  Board  of 
Directors  to  take  is  what  I  have  suggested  to  you,  that  they 
are  going  to  deduct  the  book  depreciation  from  the  capital 
employed  for  the  purpose  of  determining  their  earnings  and 
dividend  policies. 

A  Yes . 

Q,  That  is  clear,  isnTt  it? 

A  Yes « 

Q,  Now  then,  with  regard  to  this  statement  1,  if  we  look  at  it 
from  that  point  of  view,  you  know  enough  about 
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the  depreciation  account  of  this  Royalite  Company,  to  know 
that  that  6.8,  5.3  and  8.7  would  be  very  much  larger  percen¬ 
tages  computed  in  the  wa y  I  have  suggested? 

A  Yes,  they  would ♦ 

Q,  And  you  know  also  for  the  years  1933  to  1938  you  would  have 

similar  percentages  or  higher,  having  in  mind  the  much  larger 
volumes  that  were  processed  over  those  periods.  Now,  my 
friend,  Hr.  Chambers,  wants  to  say  something,  I  think. 

UR.  CHAMBERS:  I  object  to  that  being  gone  into. 

THE  CHAIRMAN:  Why  did  you  take  1939  as  a  starting 

point,  Mr .  C  hamb  er  s  ? 

UR.  CHAMBERS:  Because  some  people  wanted  some 

information.  I  still  do  not  think  that  it  is  relevant,  but 
I  do  not  -want  to  be  technical  and  I  do  not  want  to  be 
accused  of  trying  to  withhold  some  information  of  some  value. 
First  of  all,  Mr*  Hamilton  went  into  1943,  and  I  say  that 
he  should  have  taken  more  than  one  year,  the  years  prior  and 
the  years  following,  because  we  think  it  would  give  a  better 
picture.  They  want  to  go  back  to  1933  now,  and  I  do  submit 
that  they  should  not  be  permitted. 

THE  CHAIRMAN:  Supposing  I  come  to  make  my  allo¬ 

cation,  Mp.  Chambers,  and  I  look  at  1939  and  I  see  there 
that  there  is  so  many  cubic  feet  and  on  that  amount  you  made 
6.80/3  as  shown  in  Statement  1,  and  I  go  back  to  1933  and  I 
find  that  you  processed  two  and  a  half  times  what  you  did  in 
1939.  In  the  absence  of  evidence,  am  I  not  justified  in 
saying,  that  your  rates  then  would  be  two  and  a  half  times 
the  other.  I  do  not  say  that  I  would  do  that,  Up ‘Chambers, 
but  might  I  not  bo  justified  in  doing  that  in  the  absenoe 
of  evidence? 

TOR 

i  J  i  t  . 


CHAMBERS ,: 


I  submit  that  if  you  are  going  to 
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assume  that  that  you  would,  have  to  assume  some  other  things. 
THE  CHAIRMAN:  Quite  right,  Mr*  Chambers .  I  agree 

with  you,  but  something  of  that  kind  oould  happen. 

ME.  CHAMBERS:  Now,  Sir,  if  I  might  say  it  again, 

and  I  am  sincere  about  this,  I  do  not  want  to  object  to 
questions  for  the  sake  of  withholding  information,  but  I  do 
submit  that  there  has  got  to  be  some  practical  limit  and, 
rightly  or  wrongly  ,  I  do  submit  that  Section  72(4) 
restricts  the  extent  to  which  my  clients1  books  can  be 
examined.  I  do  not  want  to  avail  myself  of  it,  and  I  want 
to  bring  out  any  reasonable  information,  but  I  do  submit 
that  subsection  4  of  Section  72  makes  it  clear  that  it  is 
not  a  public  utility  hearing  so  far  as  the  absorption  plant 
earnings  are  concerned.  Subsection  4  of  72,  as  you  recall, 
deals  with  this  matter,  and  it  says; 

Tr  For  the  purpose  of  carrying  out  the  provisions 

of  this  section,  the  Board  in  addition  to  any  other 
powers  conferred  by  this  Act  or  any  other  Act,  shall 
have  the  power  to  require  and  compel  the  attendance 
of  the  proprietor  or  any-  offioer,  agent  or  servant 
of  the  proprietor  of  any  absorption  plant,  and  to 
compel  the  production  of  documents  related  in  any 
manner  to  the  operation  of  any  such  plant  and  with 
regard  to  the  attendance  of  such  persons'1, 
and  so  on. 

Now*  I  submit  that  the  operation  of  the  plant 
certainly  under  that  section,  does  not  refer  to  the  earnings 
of  this  Company,  either  of  capital  or  in  the  capital  charges 
back  to  the  1933,  eleven  years  before  the  Act  was  passed. 

THE  CHAIR! AN:  Would  you  suggest  Mr • Chambers ,  that 

I  make  my  allocation  on  estimates  for  the  future  rather 


\ 


)  ,r 


i. 


H“2~12 


a.  R.'MoLellan, 

Cross-Exam. by  Mr  •Steer. 

-  59  22  - 


than  on  the  figures  of  the  past? 

MR.  CHAMBERS :  I  think  and  I  submit  that  the  Board 

has  no  authority  under  the  Act  to  try  what  was  done  in  the 
past*  Now,  that  is  ny  position.  It  must  be  done  as  from 
1944,  and  that  the  minute  you  are  going  back  to  take  the 
why  and  the  wherefore  of  the  period  from  1923  to  1944,  you 
are  sitting  in  judgment  on  that. 

THE  CHAIRMAN:  You  know  that  the  Legislature  is 

still  in  session,  Mr.  Chambers. 

(Go  to  page  5923) 
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Q,  What  are  you.  prepared  to  tell  us  Mr.  McLellan  about  the 

profits  from  1933  to  1938  compared  with  the  profits  on  tha 
average  ? 

MR.  CHAMBERS:  I  instruct  you  not  to  answer  until  the 

Chairman  directs  you  to  answer. 

THE  CHAIRMAN:  We  will  leave  it  for  today,  Mr.  Steer., 

MR.  STEER:  Yes  sir. 

A  Would  you  look  at  Page  5,  Mr.  McLellan,  of  the  report  ? 

A  Statement  5  ? 

Q,  No,  Page  5. 

A  I  am  sorry. 

Q,  I  have  got  to  come  back  to  this  question  of  the  allocation 

of  cost  as  between  gasoline  and  the  natural  gas  departments. 
Those  figures  that  you  have  given  us  there  and  the  percentages 
I  take  it  are  the  percentages  of  the  actual  volume,  of  gas 
that  went  into  the  absorption  plant  that  was  used  up  in  the 
process  of  the  absorption  plant,  is  that  right  ? 

A  I  say  I  think  so.  I  say  that  because  these  figures  were 
given  to  me  from  the  field,  Turner  Valley. 

A  As  what  were  they  given  to  you  ? 

A  As  the  basis  upon  which  I  should  distribute  the  gathering 

and  compressing  costs.  The  volumetric  basis. 

Q,  Then  are  we  to  take  it  that  in  the  case  of  the  year  1939  we 
will  say  that  4,99  was  5fo  ? 

A  Yes. 

Q,  That  9b°/o  of  the  gas  that  went  into  the  absorption  plant  went 
out  through  the  residue  outlet.  Are  we  to  take  that  ? 

A  I  do  not  think  I  should  say  because  I  did  not  make  these 
figures  up. 

A.  I  wonder  if  you  will  find  out  for  us  and  let  us  know  ? 
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MR.  CHAMBERS:  Yes,  we  will  do  that. 

MR.  STEER:  Excase  me  ^ast  a  moment. 

%  * 

Now  I  am  not  sure  Mr.  McLellan  whether  I  exhausted  this  subject 

with  you  or  not,  but  suppose  I  ask  you  this  would  you  be  able 

to  give  me  an  answer.  What  percentage  on  the  labour  basis  of 

the  indirect  charges  has  been  charged  to  each  department, 

namely  crude  oil,  gasoline  and  gas  ? 

A 

The  indirect  charges  were  not  charged  on  the  labour  basis. 

Q, 

Yes.  What  you  told  me  is  that  you  did  not  have  the  depart¬ 
mental  books  at  all  ? 

A 

Yes. 

Q, 

But  you  had  what  did  you  call  them,  plant  books  ? 

A  A 

♦ 

0, 

Unit  and  main  classifications. 

Units,  and  you  can  go  to  each  one  of  those  unit  books  and 

could  pick  out  the  direct  labour  involved  in  that  unit  ? 

A 

<4*4 

That  is  right. 

Q* 

And  then  tell  us  what  you  did  after  that  ? 

ii 

Firstly  we  take  all  our  direct  labour  in  each  of  those  units. 

Q, 

A 

Yes  ? 

Then  we  take  our  welfare  and  administrative  and  general  and 

distribute  those  on  a  labour  basis  to  each  individual  unit. 

0, 

Oh  yes  ? 

A 

# 

Then  that  increases,  sometimes  decreases  the  expenses  of  the 

service  units. 

Q, 

A 

Yes  ? 

Now  that  service  unit  in  the  first  place  was  charged  out  to 

various  other  units  on  sometimes  a  percentage  basis  and  some- 

4 

times  -  well  there  are  lots  of  bases  that  they  are  charged  out 

on.  So  that  we  then  charge  this  new  expense  which  we  have  in 

the  service  unit,  that  is  welfare  and  administrative  and 
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a 


A 

A. 

A 


4 


»  A 

Q, 


A 


0, 

A 

Q, 


general  expense  out  on  the  same  basis  as  it  was  originally 
charged,  as  the  other  expenses  in  these  units  were  originally 
charged. 

Taking  the  three  departments  as  100$  of  the  direct  labour 
what  percentage  does  gas,  gasoline  and  crude  oil  compare 
to  each  of  that  100$.  Can  you  tell  us  that  ? 

No,  I  cannot. 

Could  you  ? 

I  think  it  would  be  pretty  difficult  because  for  instance  I 
take  some  of  my  labour  and  put  it  into  my  storehouse.  Now  some 
administrative  expense,  for  instance  welfare  expense  is 
attributable  to  this  labour  and  I  charge  it  to  expense  of  my 
storehouse.  Now  the  storehouse  overhead  is  charged  out  on  a 
percentage  basis  to  each  individual  issue.  Well  there  may  be 
three  hundred  or  four  hundred  issues  in  a  month  and  they  go 
all  over  the  accounts,  to  every  little  sub-classification,  so 
it  would  be  almost  an  impossible  task.. 

Then  it  comes  to  this,  that  you  are  not  able  to  tell  us, 
either  on  a  percentage  or  a  dollar  amount  the  charges  for 
labour,  direct  or  indirect,  against  any  one  of  these  depart¬ 
ments  ? 

That  is  right. 

That  is  right  ? 

That  is  right. 

And  there  is  no  way  of  getting  it  from  your  books  ? 

I  do  not  think  so. 

That  is  all,  thanks* 


/ 
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CROSS-EXAMINATION  OF  THE  SffiE  WITNESS  BY  MR.  HARVIE; 

Q,  Mr.  McLellan  on  Page  6  of  Exhibit  156  that  we  have  been 
referring  to,  under  the  paragraph  dealing  with  revenues  ? 

A  Yes. 

3,  I  think  Mr.  Steer  in  part  brought  out  the  point  that  I  just 
wanted  seme  further  elaboration  on.  I  do  not  know  that  he 
did  it  entirely.  Where  it  is  said  in  that  paragraph  "It  is 
assumed  that  the  present  product  will  not  be  manufactured 
after  the  end  of  1946."  I  think  you  told  Mr.  Steer  that  you 
meant  by  that  there  would  be  some  other  product  than  the  45 
pound  ? 

A  Yes,  that  is  right. 

Q,.  Was  there  any  specific  product  that  you  had  in  mind  do  you 
know  ? 

A  No,  I  do  not  know.  As  I  say  these  estimates  were  given  to 
me  by  the  engineer. 

■i  "If  such  is  the  case,  the  number  of  barrels  which  are  recovered 
from  a  certain  amount  of  gas  will  be  less  than  in  the  years 
1945  and  1946".  Can  you  give  us  any  further  information  on 
that  ? 

A  Well  we  recover  a  certain  number  of  barrels  per  Mcf  from  the 
g’^ s  which  we  process  under  the  45  pound  product.  If  we  make 
a  lighter  product  we  recover  -  well  I  am  not  sure  whether  it 
is  lighter  or  heavier  to  tell  you  the  truth. 

4  It  varies  with  the  type  of  product  ? 

A  That  is  right.  The  recovery  varies  with  the  typo  of  product. 

Q,  Were  there  any  specific  figures  used  in  these  estimates  do 

you  know  ? 

A  Yes, 

•  i 

Q,  On  what  basis  were  those  -  - 
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A  So  many  barrels  per  thousand  Mcf. 

Q,  That  means  so  many  barrels  if  it  had  boen  the  45  pound  product  ? 

A  No  we  took  the  actual  throughput  and  assumed  that  we  would 

recover  so  many  barrels  per  thousand  Mcf. 

0,  Then  in  1947  to  1948  what  percentage  of  production  did  you  take? 

A  I  have  not  got  the  figures  right  here  Mr.  Harvie. 

Q,  ho  you  know  whether  that  was  on  the  basis  of  going  back  to 

the  26  pound  product  ? 

A  No,  I  don’t. 

Q,  Where  you  deal  with  the  revenues  do  you  know  what  figures  you 
used  as  to  the  value  of  the  product  ? 

A  Yes,  $1.90  a  barrel. 

Q,  For  47  and  48  ? 

A  For  all  of  it. 

Q,  All  the  way  through  ? 

A  Yes. 

Q,  Whether  they  are  46  or  26  ? 

A  That  is  right. 

Q,  Now  share  to  the  producer,  the  next  paragraph.  You  state  I 

think  ’’This  has  been  estimated  at  20$  of  the  estimated  revenues, 
with  the  exception  of  the  ye^-r  1945,  where  the  figures  represent 
the  actual  amount  of  the  payments  made  to  the  producer.”  Why 
would  there  be  any  difference  in  1945  over  the  estimate  of  20$? 

A  In  1945  the  percentage  is  calculated  on  the  actual  production 
of  the  plant  whereas  in  the  estimated  years  it  is  calculated 
at  20$  on  the  sales,  assuming  all  production  will  bo  sold. 

Q,  That  is  all,  thank  you. 

THE  CHAIRMAN :  Mr.  McDonald  ? 
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CROSS-EXAMINATION  OF  THE  SAME  WITNESS  BY  MR.  MCDONALD: 

Q,  Would  yoa  just  refer  to  Schedule  "J,T  Mr.  McLellan  and  come  to 
the  figure  1948,  or  1946,  balance  at  the  end  of  the  period 

t 

$205,827.76.  Will  you  tell  me  how  much  of  that  figure  com¬ 
prises  fixed  assets  such  as  real  estate,  buildings,  cement 
foundations  and  immovables  ? 

A  No,  I  cannot. 

Q,  It  does  comprise  something  of  that  kind  ? 

A  Yes. 

3,  Have  you  any  idea  how  much  comprises  movable  machinery,  pipe 

that  can  be  taken  up  ? 

\  . 

A  No,  I  have  no  idea  as  to  the  content  of  that. 

Q,  You  can  get  that  figure  for  me  can  you  not.  Can  you  break 
that  down  ? 

A  Yes„  that  can  be  broekn  down. 

%  What  I  have  in  mind  Mr.  McLellan  is  that  obviously  the  materials 
that  cannot  be  moved  and  not  used  elsewhere,  unless  that  plant 

i 

is  opened  up  again  is  irretrievably  lost  as  far  as  the  absorp¬ 
tion  plant  operation  is  concerned.  I  want  you  to  have  that 
in  mind  when  you  make  up  your  statement.  Can  you  tell  me 
this,  your  refractionator,  referred  to  along  with  gasoline 
plant  No.  2,  has  that  been  moved  to  plant  No.  1  ? 

A  Not  as  far  as  I  know. 

Q,  The  Schedule  TTM” .  This  is  compressor  station  No.  2.  In  what 

i 

part  of  the  field  -  - 

A  Not  Schedule  ”MTT ,  "N"  I  guess  it  is. 

A  Yes,  ”Nn .  In  what  part  of  the  field  is  compressor  station 

No.  2  situated  ? 

A  In  the  south  end. 

Q,  Is  that  amalgamated  with  this  No.  3  plant  ? 


i  I 
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A  I  do  not  know. 

1  I  notice  that  in  1946  the  investment  remains  static  to  1948  ? 

A  Yes. 

Q,  And  the  same  comment  applies  to  this  investment  as  to  the 
compressor  station  ? 

A  The  No.  2  plant  ? 

Q,  Yes,  the  No.  2  plant  I  mean.  Would  you  let  me  hove  a  detail 
of  that  investment  as  between  real  estate,  foundations, 
immovables  and  machinery  that  is  movable  and  has  a  prospect 
of  future  life,  future  use  ? 

A  Yes. 

Q,  With  regard  to  Schedule  4,  where  did  you  obtain  your  basis  for 
salvage  with  regard  to  -  - 

A  I  got  that  from  the  engineers  in  the  field. 

4 

A  You  do  not  know  what  considerations  they  took  into  account  ? 

A  No,  they  just  gave  me  the  figures,  in  detail  of  course. 

Q,  Now  will  you  tell  me  with  regard  to  this  payment  to  Royalite 

under  the  Allied  War  Supply  contract  ? 

A  Yes. 

Cl  As  I  understood  your  evidence  Royalite  received  $95,400.00  on 
December  18th,  1943  and  $13,595.12  on  April  17th,  1945  ? 

A  Yes. 

I  A  total  of  $108,995.12  which  I  understand  was  invested  in 

materials  or  invested  in  assets  that  now  comprise  part  of  your 
absorption  plant  ? 

A  No,  that  money  was  received  by  the  Royalite  Oil  Company. 

1  Was  it  received  on  account  of  assets  that  now  comprise  part  of 

the  absorption  plant  ? 

A  No,  it  was  received  under  a  contract  with  the  Allied  War 

Supplies  Corporation. 
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Q, 


What  I  am  trying  to  get  at  is,  is  that  figure  that  you  have 
picked  out  there  applicable  to  the  absorption  plant  business 
of  the  Royalite  Company  ? 


(  Go  to  Page  5931  ) 
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A  It  is  applicable  to  the  installation  of  certain  additional 

equipment  at  the  y'2  plant,  and  the  moving  of  the  y2  plant  to 
the  pi  plant,  and  consolidation  in  the  pi  plant. 

Q,  Under  the  terras  of  the  contract,  final  settlement  may  result 
in  the  Royalite  Company  repaying  to  the  Crown  some  part  of 
that  money? 

A  Some  or  all. 

Q,  MR.  STEER:  Or  getting  more  money? 

A  YGs . 

Q,  UR.  McDonald :  So  that  when' that  matter  is  finally 

adjusted,  will  there  bo  any  revision  in  the  figure  you  have 
submitted  in  your  Exhibit  156  as  regards  the  capital  invest¬ 
ment  ? 

A  I  do  not  think:  so. 

Q,  THE  CHAIRMAN :  Why  not? 

A  Well  firstly,  we  have  a  plant  here  which  is  being  used  by 

certain  people,  and  in  calculating  a  statement  of  this  nature 
the  producer  was  primarily  interested  in  this  calculation, 
and  it  is  contended  that  the  total  value  of  the  plant,  regard¬ 
less  of  where  it  oame  from,  should  bo  charged  to  the  producer 
in  any  operation,  that  is  he  should  pay  for  the  value  of  the 
plant . 

Q,  And  the  other  is  just  a  pleasant  bonus  from  the  Dominion 
Government? 

A  I  do  not  know,  sir.  Assuming  that  the  shareholders  put  some 
money  up. 

THE  CHAIRMAN:  I  think  it  would  be  the  depreciation 

reserve  would  put  most  of  it  up,  r.ot  the  shareholders. 

Q,  MR .  MCDONALD:  Just  on  that  point,  Mp.  McLellan, 

if  you  will  look  at  Statement  2.  The  second  last  item. 
nLess  oosts  of  moving  gasoline  plant  ?/-2  to  gasoline  plant  $1, 
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1943,  $5,794.34,  and  $39,289.50  in  1944. " 

A  Yes  . 

Q,  Now  was  sone  of  the  $108,000.00  odd  actually  used  in  meeting 
that,  expense  that  is  charged  there? 

A  No.  ' 

Q,  That  is  over  and  above  anything  that  was  allocated  from  that 
fund  ? 

A  That  is  right. 

Q,  Dealing  with  that  statement  too,  Mr.  McLellan,  you  say  in  the 
last  item  "Profits,  G-asoline  Plsnt  #17T .  That  was  out  of  the 
compensation  scheme  settlement? 

A  Ye  s  . 

Q,  $96, 696,59? 

A  Y6s. 

Q,  Now  the  balance  of  the  compensation,  roughly  $100,000.00,  is 
that  expense  charged  against  the  dry  gas  market? 

A  Yes . 

Q,  Against  the  dry  gas  sales? 

A  And  a  little  against  the  crude  oil  department. 

Q,  A  little  against  crude  oil? 

A  Yg  s . 

Q,  Now  turning  to  page  5,  Mr*  McLellan,  on  the  allocation  of 

the  gas  gathering  and  compressing  costs.  Can  you  tell  us  how 
the  balance  of  the  gas  gathering  and  compressing  oosts  in 
1939,  roughly  95$$  were  charged?  Were  they  charged  against 
the  gas  market? 

A  I  did  not  complete  my  statement  to  that  extent.  All  I  was 
concerned  with  was  the  gasoline  plant.  I  assume  that  is 
where  it  would  be  charged. 

Q,  It  might  have  been  charged  to  Boiler  Plant,  Electric  Plant 
and  things  of  that  kind? 
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A  No,  no.  Just  5$  to  the  G-asoline  Plant  Department,  ana 
95/j  to  the  G-as  Department. 

Q,  Now  then,  if  say  50 of  the  gas  gathering  and.  compressing 
costs  were  charged  against  the  absorption  plant, you  would 
have  a  very  much  different  statement  from  1959  to  1944? 

A  Yes,  I  would. 

Q,  Yes,  and  as  I  take  it  your  calculation  from  1959  to  1944  was 
on  the  volumetric  basis,  and  that  is  what  you  continued  on 
in  the  future,  1945  to  1948? 

A  That  is  right.  Those  figures  I  did  not  calculate  myself* 

They  were  calculated  in  Madison  statement  H-9. 

Q,  In  the  1945  to  1948  you  used  the  Li- 9  figures? 

A  Yes . 

MR. BLANCHARD :  And  1944,  I  suppose  you  used  the  5 °/o 

figure? 

A  Yes,  that  was  the.  actual  charge  for  1944. 

Q,  MR.  MCDONALD:  In  1944  you  used  the  actual  amount 

that  the  Madison  charged  to  the  Royalite  Company? 

A  That  was  5$. 

Q,  Of  the  absorption  gasoline  sales? 

A  Yes . 

j 

Q,  So  that  if  there  is  to  be  an  allocation  of  costs,  °^lcr  ^an  ^Llg 
basis  on  which  you  have  set  out  in  this  statement,  all  your 
calculations  would  have  to  be  revised? 

A  Oh  yes. 

Q,  As  to  profits  and  losses  in  the  future? 

A  That  is  right. 

Q,  And  the  rate  of  return? 

A  Yg  s  . 

Q,  Did  I  understand  Mr.  MoLellan,  in  your  answer  to  Mr-  Harvie 
that  you  used  a  flat  rate  per  barrel  of  absorption  products 
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Q,  Now  just  one  other  item,  Mr*  McLellan,  in  your  estimates  or  in 
your  calculations  from  1939  to  1944,  you  have  estimated  the 
income  taxes  to  be  used  in  your  operating  expenses? 

A  Yqs  . 

Q,  And  the  reason  for  that  was  because  the  method  of  depreciation 
was  different  from  what  you  actually  used? 

A  That  is  right. 

Q,  MR.  HARVIE:  I  do  not  like  to  interrupt  you  there, 

Mr*  McLellan,  but  in  connection  with  your  reply  whioh  I  gathered 
to  Mr.  McDonald Ts  question  about  the  four  or  five  pound  product, 
would  be  more  valuable  than  the  six  pound  product..... 

A  Nc,  it  was  in  the  past,  has  been  in  the  past. 

Q,  But  at  the  present  time? 

A  I  do  not  know  what  it  is  now. 

MR.  HARVIE:  I  asked  that  because  I  did  not  under¬ 

stand  it . 

MR.  MCDONALD:  And  that  is  all* 

MR. CHAMBERS:  I  wonder  if  wo  might  adjourn  now?  Mr. 

McLellan  has  been  in  the  box  since  10  o1 clock  this  morning  and 
there  is  a  matter  that  ho  and  I  would  like  to  discuss  perhaps 
with  Mr .Brownie* 

THE  COURT:  All  right. 

MR.  CHAMBERS:  And  I  had  in  mind  we  could  probably 

finish  with  Mr.  McLellan  tomorrow  and  if  it  meets  with  the 
convenience  of  Counsel,  I  would  like  to  put  Mr.  Smith  in 
tomorrow,  and  I  suggest  we  have  him  ready  the  first  thing  in 
the  morning,  on  the  question  of  actual  operating  expenses, 
throughput  and  so  on,  of  Madison  for  1945.  That  is  something 
which  should  go  on  the  record  anyway. 

THE  CHAIRMAN:  All  right.  \7e  will  adjourn  then  until 

9.30  tomorrow. 

(The  Inquiry  was  here  adjourned,  to  be  resumed  at  9.30  A.M. 

March  13th,  1946). 
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